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more often than not, the man behind 


this door is H.R.I. trained 


By far the greater majority of qualified Banking, 
Accountancy and Secretarial Executives in Aus- 
tralia are H.R.I. trained. Since 1897, the H.R.I. 
personal-individual tuition method has scored out- 
standing success in examinations. 


But properly trained men are scarce and becoming 
scarcer with Australasia’s tremendous expansion. 
Business itself must take the initiative and provide 
incentive for training — conduct a Staff Training 
Plan within your firm, encourage young men to 
take training courses, perhaps pay part of their fees. 
You should act now, write or ring H.R.I., and dis- 
cuss your employees’ training with an expert voca- 
tional officer. 

*RESULTS PROVE! Year after year, H.R.I. 
students win more honour places in commercial 
examinations than those of all other tutors and 


THE 7 PROVED* FEATURES 
OF H.R.I. TUITION METHOD 


Personal-individual 
tuition 


. Fixed all-inclusive fee — 


no text books to buy 


- No time limit to tuition 


Guarantee of tuition till 
successful 


. Printed texts constantly 


modernized 


. Free employment 


assistance 


. Enthusiastic personal co- 


operation of tutors 


schools combined. 
Hemingway Robertson Institute 
Since 1897, an institution to promote personal 


We advancement in busines: through education. 


122 BANK HOUSE, BANK PLACE, MELBOURNE — 122 BARRACK HOUSE, 16 BARRACK STREET, SYDNEY. 


Offices in all Capital Cities, Newcastle and Launceston. 2082 
AO 
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Service... 


N many walks of life, including the 
civic and public services education, 
commerce, industry and the professions, 
many individuals deserve the gratitude of 
their fellow men for unselfish service 
and devction to their chosen vocation. 
For their * . service beyond the call 
of duty” they find their reward in the 
progress of the organisation, activity or 
enterprise which holds their interest. 


We see this exemplified by the com- 
munity service rendered by _public- 
spirited citizens who link their endeavours 
in sponsoring worthy charitable causes, 
and by numerous others who contribute 
valuable assistance to many types of 
organisations—cultural, religious, _his- 
torical, etc., whose interests they regard 
as being deserving of support. This is 
particularly true of accountants, a great 
many of whom serve the community by 
acting in an honorary capacity as 
treasurers, auditors, and secretaries of 
charitable activities. 


All these varied instances of service 
call for sustained enthusiasm and a 
sacrifice of time and energy; they are 
voluntarily contributed and if one could 
make an assessment of their cash value 
it is certain that they would aggregate a 
high figure. 


The foregoing thoughts have been 
prompted by the report of General 
Council which appears in this issue 
(p. 304). Briefly summarised though it 
is, the report reveals the wealth of 
planning, of thought and activity essen- 
tial to the existence and development of 
our Society. Every stage cf the Society’s 
growth, in membership, in its significance 
in the commercial world and in its 
steadily rising status in the community 
—brings added demands on the time 
and talents of the members of General 
Council. Their decisions on so many 


The Australian Accountant, June, 1959 





EDITORIAL 





problems—expenditure, ethics, educa- 
tional standards, and conventions, to 
name a few at random—set the course 
for the Society’s progress and its accep- 
tance by the community as an authorita- 
tive voice of accounting in Australia. 


The Divisional Councils have their 
recognised place in the counselling and 
conduct of each State’s activities, and in 
turn, by their representation on General 
Council, they contribute to the activities 
of that body and ensure that due em- 
phasis is given to the work and interests 
of each State. The flexibility and in- 
dependence of action—within the terms 
of the Society’s constitution—afforded 
Divisional Councils help maintain the 
spirit of enthusiasm and original thought 
from which springs the fundamental 
strength of the Society and its ability 
to render service to the community. 


In furthering the aims and objects of 
the Society, valuable help is also given 
by members of the various committees 
charged with specific assignments and 
by the many lecturers who contribute 
so generously of their time and know- 
ledge. The history of the Society and 
its antecedent bodies is rich in the names 
of members who have rendered “service 
beyond the call of duty”. The tradition 
they established in this regard is being 
maintained by members who serve as 
office-bearers of the Society and by others 
who accept the responsibility to serve in 
various ways. They merit every mem- 
ber’s appreciation and thanks. 


This appreciation can take the effec- 
tive form of a live membership of the 
Society, the indications of which are the 
support given to the activities organised 
by the Society and participation in its 
affairs in a spirit of service and loyalty 
to the Society’s highest ideals. 





AUSTRALIAN SOCIETY 
OF ACCOUNTANTS 


Meetings of General Council 


Held at Hobart, Tasmania, on 


20 to 22 April, 1959 


EETINGS of the General Council 

were held in Hobart from April 20 
to 22 and were attended by Mr. O. H. 
Paton (N.S.W.), President (in the 
chair), and Messrs. L. A. Braddock 
(S.A.), R. F. Butt (Qld.), J. G. Cooper 
(Tas.), C. K. Davies (Vic.), A. E. Dent 
(N.S.W.), J. H. Devitt (Qid.), L. H. 
Dillon (Vic.), W. H. Duirs (W.A.), G. 
E. Fitzgerald (Vic.), G. A. Gordon 
(W.A.), J..M. Groom (W.A.), C. L. 
Hargrave (S.A.), W. P. Henson 
(N.S.W.), C. R. Hicking (N.S.W.), E. 
A. Peverill (Vic.), W. T. Reid (Qld.) 
and the General Registrar (Mr. C. W. 
Andersen). 


In opening the meeting, the president 
extended a welcome to Mr. C. L. Har- 
grave, who had been appointed to the 
General Council in place of Mr. G. F. 
George (S.A.) who had resigned, and 
to Mr. W. H. Duirs as the representative 
of the Australasian Institute of Cost 
Accountants. 


General Council noted the resigna- 
tion of Mr. G. F. George with great 
regret and recorded its appreciation of 
his services to the Society and to the 
profession over many years. 


As in previous years, most of the busi- 
ness of the meetings came before General 
Council in the form of written reports 
of its various standing committees which 
supply the essential data and reasons for 
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each conclusion. The following notes 
on the decisions reached at the meet- 
ings, which extended over three days, 
are of necessity confined to matters of 
general interest. 


Coat of Arms 


It was decided that the use of the Coat 
of Arms should be restricted to official 
purposes of the Society and authority 
was given to the Executive Committee 
to determine the occasions on and form 
in which it shall be used. 


Asian and Pacific Accounting Convention 


This will be held in Melbourne on 4, 
5, 6 and 7 April, 1960 and is being 
sponsored jointly by the Institute of 
Chartered Accountants in Australia and 
the Society. It was reported to General 
Council that initial arrangements were 
well advanced. Topics for discussion 
at the technical sessions had been settled 
and papers allocated to overseas organ- 
isations and members of the Institute and 
the Society in Australia. A _ tentative 
programme of associated functions had 
been drawn up, full details of which will 
be published shortly. 


Activities of Society in S.E. Asia 


A report was submitted to General 
Council on the activities of the Society 
in South-East Asian countries. This 
indicated that some 1800 _ students 
were now registered in the area, that 
examinations were being held in some 
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33 centres, that a Students’ Society was 
now functioning at Kuala Lumpur and 
that similar Societies were in the course 
of formation in Singapore and Hong 
Kong. Libararies have been established 


at each of these centres with a repre- - 


sentative collection of textbooks in 
accountancy and allied subjects. Recog- 
nition of the Society’s qualifications for 
senior accounting appointments in the 
public services and for obtaining licences 
to audit the accounts of public com- 
panies have been confirmed in the 
main countries concerned. 


New Zealand Society of Accountants 


It was reported that an invitation had 
been received from the New Zealand 
Society of Accountants to send two 
delegates to its Jubilee Convention to be 
held from 23 to 30 March, 1960. 
General Council approved in principle 
of the Society being officially repre- 
sented at the convention. 


Australian National Committee on Com- 
putation and Automatic Control 


The formation of this committee last 
year was sponsored by the Institution 
of Engineers—Australia, with head- 
quarters in Sydney, for the purpose of 
facilitating an exchange of information 
and views about automatic computing 
machinery and computing techniques, and 
of fostering informed public opinion on 
these matters. The Society has accepted 
an invitation to become a constituent body 
of this committee and Mr. A. E. Dent 
has been appointed its official repre- 
sentative. 


Portrait of Sir Alexander Fitzgerald 


General Council welcomed the pro- 
posal of the Melbourne University Com- 
merce Graduates Association that a 
portrait in oils of Sir Alexander Fitz- 
gerald—first occupant of the Gordon 
L. Wood Chair of Accountancy—be 
painted by an eminent artist and hung 
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in the Commerce Building of the Uni- 
versity. Approval was given to an 
appropriate contribution by the Society 
towards its cost. 


Meeting of Executive Committee in 

Brisbane 

Approval was given to the holding of 
a meeting of the Executive Committee in 
Brisbane during the current year which 
marks the centenary of the State of 
Queensland. Associated functions to be 
held at the time will include the Arthur 
Capper Moore Memorial Lecture and a 
reception by the Queensland Council in 
connection with the centenary. 


Auditing and Business Investigations 


To enable the subject of Auditing 
and Business Investigations in Stage 
3 to be examined more adequately, 
General Council decided that the number 
of papers be increased from one to two 
as from the October, 1959 examina- 
tions. The actual scope of the subject 
will not be widened in any way. 


Board of Examiners 


There are seven members of the 
Board of Examiners, whereas the total 
number of examiners for all papers is 
fourteen spread over several States. 
Draft question papers set by examiners, 
together with model answers and re- 
ports of moderators, are carefully re- 
viewed by the Board for each series of 
examinations. To ensure uniformity in 
the setting and marking of papers, a 
conference of all examiners was held 
in Melbourne during the year. At this 
meeting, important aspects of examina- 
tion procedure were discussed with a 
view to the adoption of uniform prac- 
tices in the light of experience since 
the formation of the Society. The con- 
ference is indicative of the care exer- 
cised by the Society in maintaining 
standards on a fair and reasonable basis 
for students. 





AUSTRALIAN SOCIETY OF ACCOUNTANTS 


General Council 


and Associated 
Meetings at 


Hobart 


APRIL 20 to 22, 1959 


His Excellency the Administrator of Tasmania, Sir Stanley 
Burbury, on right (who addressed the annual meeting) 
being welcomed by Mr. O. H. Paton, President and Mr 
J. G. Cooper, State President of the Tasmanian Division 


oom oe 


Mr. Cooper (State President) speaking at the members’ luncheon. From left to right: Messrs. O. H. Paton 
(President), L. R. Benjamin (Vice-Chairman, Australian Aluminium Production Commission, who was 
guest speaker at the luncheon), The Lord Mayor of Hobart (Sir Archibald Park), Messrs. R. F. Butt 
(Vice-President), A. H. Braby (Vice-President, Tasmanian Division), G. E. Fitzgerald (General Councillor), 
and C. W. Andersen (General Registrar). 
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At right: The Lord Mayor of 
Hobart, Sir Archibald Park, 
second from teft) with 
Messrs. J. G. Cooper, (State 
President), O. H. Paton (Pre 
sident), R. F. Butt (Vice 
President and Ww. Pp 
Henson (Vice-President) at 
the civic reception tendered 
to members of General 
Council 


Mr. O. H. Paton (President), speaking at the annual meeting. From left: Messrs. C. K. Davies (Hon. 
Treasurer), E. D. Lardner (Chairman, Associated Banks of Tasmania), R. F. Butt (Vice-President), Sir 
Stanley Burbury, Mr. Paton (President), Sir Archibald Park. Messrs. W. P. Henson (Vice-President), 
G. E. Fitzgerald (General Councillor), and C. A. S. Page (President, Southern Tasmanian Law Society) 


OFFICE-BEARERS ELECTED FOR 1959-60 


Mr R. F, BUTT Mr. W. P. HENSON Mr. J. M. GROOM Mr. C. K. DAVIES 
President Vice-President Vice-President Hon. Treasurer 
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University of Queensland 


General Council noted with pleasure 
the report on developments which had 
occurred during the year in the teaching 
of accountancy in the University of 
Queensland. These developments in- 
cluded the establishment of a full-time 
lectureship in accountancy and _ the 
appointment of Mr. R. S. Gynther, 
A.A.U.Q., F.A.S.A., F.C.A.A., to the 
position. The above arrangements were 
the result of carefully planned repre- 
sentations to the appropriate authorities 
by the Queensland Council. General 
Council placed on record its apprecia- 
tion to that Council on the successful 
outcome of its endeavours. 


With the aid of funds made available 
by the Society and the Cost Institute, 
Mr. Gynther visited Sydney, Melbourne 
and Adelaide for the purpose of con- 
ferring with other universities and tech- 
nical colleges. In expressing apprecia- 
tion of these arrangements, Mr. Gynther 
mentioned that he had gained much 
information which would be of assist- 
ance in developing the accountancy 
course in the University of Queensland. 


University of Tasmania 


Following the announcement of the 
decision of the University of Tasmania 
to establish a Chair of Applied Eco- 
nomics with special reference to account- 
ing, an approach was made to the Uni- 
versity by the Tasmanian Council for 
the appointment to the Chair of a per- 
son qualified in the teaching of account- 
ancy. General Council was pleased to 
learn that preference would be given to 
applicants who had had training and 
experience in accounting and who were 
interested in those fields of study in 
applied economics and business manage- 
ment in which an understanding of 
accountancy was necessary or desirable. 
It authorised a contribution of £100 
towards the development of the Chair 
to be used in such manner as the Uni- 
versity Council might determine. 
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Tasmanian Technical Colleges 


In pursuance of its policy of advanc- 
ing the study of accountancy at the ter- 
tiary level, General Council considered 
a report on discussions which had taken 
place with the Technical Branch of the 
Tasmanian Education Department. It 
approved of a modified Joint Board of 
Examiners’ arrangement with the Tech- 
nical Branch whereby students of tech- 
nical colleges in Tasmania could obtain 
status in Stage 1 of the examinations of 
the Society. For the time being, these 
students will sit for Stages 2 and 3 of 
the Society’s syllabus for purposes of 
both college diplomas and membership 
of the Society. In the light of experience 
gained with this modified arrangement, 
consideration will later be given to the 
advisability of complete Joint Board 
arrangements with the Tasmanian Tech- 
nical Branch similar to those existing 
with technical colleges in other States. 


Accounting Research 


The Central Research Committee 
reported that further consideration had 
been given during the year to methods 
of conducting research adopted by over- 
seas bodies. It was evident from the 
information obtained that the major part 
of research work associated with vari- 
ous projects was carried out with the 
aid of full-time research officers. It was 
evident also that members serving on 
Divisional Committees of the Society, 
whilst vitally interested in the subjects 
allotted to them, could not devote suffici- 
ent time to their assignments. This was 
a limiting factor in the progress which 
had been made by Divisional committees 
during the year. Whilst the Central 
Research Committee favoured _ the 
appointment of project committees for 
purposes of defining objectives and 
scopes of particular projects, it was of 
the opinion that real progress could only 
be made with the assistance of Ie 
searchers on a full-time or part-time 
basis. 
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General Council approved of proposals 
made by the Central Research Commit- 
tee for the development of several major 
projects during the year by the research 
officer of the Society with the aid of 
special project committees. 


Commonwealth Committees of Inquiry 


General Council was glad to note the 
action being taken by the Common- 
wealth Government to institute inquiries 
into decimal currency and _ legislation 
relating to taxation and bills of exchange. 
In each case, it was felt that much bene- 
fit would accrue to the business com- 
munity as the result of public inquiries 
by competent authorities at which busi- 
ness and professional organisations would 
be given the opportunity of expressing 
their views and suggesting improvements. 
Responsibility for the development of 
recommendations to the various authori- 
ties had been assigned to the Central 
Research Committee. Arrangements 
had been made for a committee of 
members in Victoria to undertake the 
task of drafting a submission to the 
Decimal Currency Committee and for a 
committee of members in New South 
Wales to draft a submission in respect of 
the impending inquiry on _ desirable 
amendments to the Bills of Exchange 
Act. As far as the Income Tax and 
Social Services Contributions Assessment 
Act was concerned, each Divisional 
Council had been asked to appoint a 
special Committee to make suggestions 
for possible changes in the legislation. 
A co-ordinating committee had also been 
appointed to consider these suggestions 
and to draft a submission to the par- 
ticular authority yet to be announced 
by the Government. 


In response to an invitation received 
for suggestions from the Society on the 
form and content of Income Tax Order 
No. 1217 relating to depreciation, recom- 
mendations had been prepared during 
the year and submitted to the Commis- 
sioner of Taxation. 
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Annual Factory Statistics Form 


During the year a Statistics Study 
Group of the Economic Society of Aus- 
tralia and New Zealand had sought sug- 
gestions from the Society on possible 
improvements that might be made to the 
annual factory statistics form. This 
group was advising the Commonwealth 
Statistician on the matter. Draft amend- 
ments prepared by the group were 
examined by the Central Research Com- 
mittee and comments and suggestions 
by members of that committee were sub- 
mitted to the group. 


Technical and Social Activities 


General Council was pleased to ob- 
serve from the annual reports of the 
various Divisional Councils that an 
extensive range of technical and social 
activities had been provided for mem- 
bers during 1958. As all functions had 
been well attended, it was obvious that 
members had appreciated the arrange- 
ments made and, with this encourage- 
ment, Divisional Councils were planning 
further activities for the current year. 


General Council was pleased to note 
also that sectional groups of members 
were being set up in various States. 
The objective of this development is to 
provide more extensive services to mem- 
bers engaged in specialised fields of 
accounting. 


Public Relations 


Further consideration was given to 
means of developing a better under- 
standing in the community of services 
rendered by accountants and by the 
Society. Decisions were reached which 
will lead to decisive action being taken 
in this direction during the coming year. 


Mr. O. H. Paton 


General Council placed on record its 
thanks and appreciation of the valuable 
work performed for the Society by Mr. 
O. H. Paton as president over the past 
two years. 


NOTE: A report of the functions held in 
association with the meetings of General 
Council in Hobart is given in the News and 
Notes section of this issue of the journal at 
page 353. 
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Income Tax in Papua 


ILLS to impose an income tax were 

introduced in the Legislative Council 

for the Territory of Papua and New 
Guinea on 20 April, 1959. 

The Income Tax Ordinance 1959 
consists of 360 sections, and is modelled 
substantially on the Commonwealth In- 
come Tax and Social Services Contri- 
bution Assessment Act. A separate In- 
come Tax (Rates) Ordinance sets out 
the rates of income tax proposed. 

When introducing these income tax 
measures, the Treasurer and Director of 
Finance in the Legislative Council stated 
that it was proposed to abolish export 
duties, and to significantly reduce import 
duties, thus to “enable a more equitable 
distribution of the revenue burden to be 
effected”. Further, he said “It might be 
questioned why a measure designed to 
meet the needs of an involved and de- 
veloped economy should be contemplated 
for this relatively undeveloped Territory. 
Part of the answer is that provision is 
being made for the future but the more 
important reason is that the revenue of 
the Commonwealth must be protected 

. . Many of the provisions will have 
little application in the Territory in the 
foreseeable future but their inclusion is 
considered desirable to act as counter- 
parts of similar Australian provisions 
and thus prevent evasion of Australian 
income tax liabilities”. 

Essential features of the Ordinance are 
summarised below. The Bill may of 
course be subject to amendment at a 
later session of the Legislative Council. 


Basis of Tax 


Tax is proposed to be charged on 
income derived during the year com- 
mencing 1 July, 1959 and subsequent 
years. A resident of the Territory is 
subject to tax on income from all sources. 
A non-resident of the Territory is subject 
to tax only on income derived from 
sources in the Territory. 
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and New Guinea 


By D. C. WILKINS, B.coM., A.A.S.A. 


Credit for Overseas Tax 

Where income from sources outside 
the Territory, which is included in the 
assessable income of a resident of the 
Territory, is subject to tax in the country 
of origin, a credit of the lesser of the 
overseas tax or the Territory tax is 
allowable. 


Exempt Income 

A list of incomes exempt from tax is 
provided in Clauses 10 to 37 of the 
Ordinance. These are similar to the 
exemptions provided in Section 23 of the 
Australian Act. Income from gold mining 
is not exempted. Income derived by 
native co-operatives is exempt. A 
counterpart to Section 23 (q) in the 
Australian Act, which exempts income 
(other than dividends) derived by a 
resident from ex-Australian sources where 
the income is taxed in the country of 
origin, does not appear in the Ordinance. 
As indicated above, a tax credit system 
is substituted. 


Assessable Income 

Clause 41 of the Ordinance covers the 
same field as is traversed by Section 26 
of the Australian Act. This includes 
provision for tax to be charged on 5% 
only of lump sum retiring allowances. 


Dividends 

A resident of the Territory is subject 
to tax on dividends paid out of profits 
from any source. A non-resident of the 
Territory is subject to tax on dividends 
only to the extent to which the dividends 
are paid out of profits derived from 
sources in the Territory. 

Resident companies are entitled to 4 
rebate on dividends (other than dividends 
from co-operative companies) at the 
average rate charged on the taxable in- 
come. 

It is of interest to observe that dividends 
are included in the assessable income of 
a “taxpayer”, not a “shareholder” as 
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provided in the Australian Act. Also, 
the rebate on dividends is allowed to a 
taxpayer company which is a resident, 
not to a “shareholder” resident company 
as in the Australian Act. The difficulty 
mentioned in the report on the Board of 
Review decision (8 C.T.B.R. (N.S.) 


Case 4) discussed in the February, 1959 
issue Of The Australian Accountant ap- 
pears to have been dealt with. 


Trading Stock 


Provisions similar to those 
Australian Act are applicable. 


in the 


Business Partly In, and Partly Out of, 
the Territory 


Provisions exist for the ascertainment 
of profit deemed to be derived in the 
Territory from the sale in the Territory 
of goods manufactured out of the Ter- 
ritory, and sold by the manufacturer or 
by the importer. 


Allowable Deductions 

The provision in the Australian Act 
relating to the allowance of losses and 
outgoings generally (Section 51) is re- 
peated in the Ordinance. Similar allow- 
ances are also granted for repairs, bad 
debts, commission, expenses of borrow- 
ing, expenses of preparing leases, costs 
relating to the grant of patents, losses 
by embezzlement, rates, subscriptions, 
election expenses for candidates for the 
Legislative Council (there are at present 
three elected members only), gifts. as 
prescribed by regulation, etc. Where the 
deduction for borrowing expenses other- 
wise allowable is less than £50, a deduc- 
tion of £50 (if appropriate) is allowed. 
There is no provision for a deduction for 
calls on mining company shares. 


Depreciation 

The basis prescribed for depreciation 
of fixed assets, the method of calculation 
of the allowance, and the treatment of 
losses or profits on disposal, are similar 
to the provisions of the Australian Act. 
The rates are to be based on the effective 
life estimated by the Chief Collector, 
and the reducing balance rate will be 
50% higher than the prime cost rate. 
No provision is made for special depre- 
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ciation allowances on assets used by 
primary producers. Fences, dams and 
structural improvements used by primary 
producers are not included in the defi- 
nition of “plant” for the purposes of 
depreciation allowances. 


Contributions to Pension Funds, etc. 


The statutory limitation for contri- 
butions to funds providing retirement 
benefits for employees is 15% of the 
employee’s remuneration (there is no 
provision for the equivalent of the £200 
allowance provided in the Australian 
Act). The Chief Collector may increase 
the allowance granted, if the special 
circumstances warrant it. 


Expenditure on Land used for Primary 
Production 


An allowance is granted for expen- 
diture incurred by a primary producer 
in the Territory on the extermination of 
pests, clearing, removal of weeds, etc., 
preparation of the land for agriculture, 
ploughing and grassing fer grazing and 
the draining of swamps and low lying 
land. There is no deduction (as there 
is in Section 75 of the Australian Act) 
for expenditure incurred in combating 
soil erosion, the construction of dams, 
earth tanks, irrigation channels, the sink- 
ing of bores and wells or the construction 
of levee banks. 


Losses of Previous Years 


Losses may be carried forward for 
seven years. Losses incurred before the 
first year of income to which the Ordin- 
ance applies are not an allowable deduc- 
tion in future years. 


Income Derived from Australia 


When the Territory assessable income 
includes income from sources in Australia 
(including dividends paid out of profits 
arising from Australian sources), the 
deductions allowable in the Australian 
tax assessment against that income will 
also be allowed in the Territory, with the 
exception of concessional deductions (if 
applicable), or losses of previous years, 
allowed in the Australian assessment. 
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Concessional Deductions 

Only residents of the Territory are 
entitled to the concessional deductions, 
which are similar in character, but in 
most instances more generous, than those 
provided in the Australian Act (for 
example—spouse £230, child £130). 
“Dependants” need not be residents of 
the Territory. 

A “personal allowance” of £286 is 
allowed to individual taxpayers. Educa- 
tion expenses are allowable to the extent 
of £150, but if payments otherwise allow- 
able are made by more than one taxpayer 
in connection with the education of the 
same person, the aggregate allowable is 
£150. 


Leases, Partnerships, Trustees 

The provisions of the Ordinance are 
substantially similar to the Australian 
Act. 

Specific provisions have been included 
which are directed toward the restriction 
of deductions for “uncovenanted” im- 
provements to leasehold property. It 
might not be unreasonable to think that 


these provisions foreshadow amendments 
to the Australian Act. 


Private Companies 

The definition of a private company 
is the familiar one provided in the Aus- 
tralian Act. The retention allowance is 
50% of the first £2,000 of the reduced 
distributable income and 40% of the 
excess over £2,000. There is no retention 
allowance on dividends from private 
companies, and 10% only on other 
property income. In ascertaining whether 
a private company has made a “sufficient 
distribution”, dividends paid during the 
period of one year commencing two 
months before the end of the year of 
income are taken into account. Dividends 
paid during the first ten months of the 
year of income of a company resident in 
the Territory at the commencement of 
the Ordinance are not so deducted from 
the sufficient distribution. In the case of 
a private company not resident in the 
Territory at the commencing date, divi- 
dends paid during the first ten months 
of the year of income are deemed to be 
paid during the prescribed period. 
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Interest Paid by Companies 

Tax at the source is charged on interest 
paid or credited by a resident company 
to a person who is not a resident of the 
Territory or of Australia. 
Special Types of Industries, etc. 

Provisions relating to life assurance 
companies, co-operative and mutual com- 
panies, trustee operations, industrial 
property, overseas ships, businesses con- 
trolled abroad, film business controlled 
abroad, insurance with non-residents, 
abnormal income of authors and inven- 
tors, are similar to the Australian Act. 
Mining Companies 

Housing and welfare expenditure by 
a mining company for employees or their 
dependants is not included in development 
of the mining property for which a 
tax deduction is otherwise allowable. The 
Treasurer said “it would be difficult to 
establish precisely what housing and 
welfare expenditure could be attributed 
to mining”. Expenditure on plant and 
development allowable as a deduction is 
limited to that incurred after 1! July, 
1946. 


Tax Instalments 

A group certificate and tax stamps 
system is provided for salaries and wages. 
Provisional Tax 

The method of charging provisional 
tax is similar to that operating under the 
Australian Act, with the additional 
feature that companies are also subject 
to provisional tax. 
Objections and Appeals 

Appeals against disallowed objections 
may be reviewed by a “Review Tribunal”, 
consisting of one person appointed by 
the Minister, or dealt with by the Supreme 
Court. 
The Rates Ordinance 

Individuals—The rates proposed are 
about one-half of the current Australian 
tax rates. (New Guinea personal tax 1s 
allowed as a rebate against income tax.) 

Companies—The rate proposed 3 
4/0d. in the £ on the total taxable income. 

Undistributed Profits Tax is 10/- ™ 
the £. It is of interest to note that the 
maximum individual tax rate is 6/84. 
in the £. 
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Income Tax Law Relating to Leases 


(No. 3) 


By D. C. WILKINS, B.coM., A.A.s.A. 


This article deals with tax deductions, and assessable income, 
relating to “covenanted” leasehold improvements. 


Deductions for Leasehold Improvements 


Section 88 (2) of the Income Tax 
Assessment provides for the allowance of 
deductions for expenditure incurred on 
“leasehold improvements”. Certain con- 


ditions must, however, be fulfilled: — 


(a2) The taxpayer must be the lessee 
of land used for the purpose of 
producing assessable income. 


(b) The improvements, which may be 
made either before: or after the 
lease commences, must be “not 
subject to tenant rights”. 

In the case of Hotel Kingston Ltd. 
v. Federal Commissioner of Taxa- 
tion (1944) 3 A.LT.R. 80 
McTiernan J. said “the words 
(tenant rights) are in my opinion 
capable in their legal acceptation 
of applying to the right which 
any lessee has at the end of 
the lease to receive compensation 
for improvements upon the land”. 


The improvements must be what 
is commonly described as “coven- 
anted”, that is, they must be 
made under an agreement as 
consideration for the grant of 
the lease, or required to be made 
under the provisions of the lease, 
or made with the written con- 
sent of the lessor. 


The more common circumstance en- 
countered in practice is the incurring of 
expenditure on leasehold improvements 
made with the lessor’s consent. The con- 
sent must be in writing, and should be 
given prior to the making of the improve- 
ments, or while the improvements are 
being made; consent given subsequently 
would not satisfy the requirement that 
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the improvements have to be “made with 
the written consent” of the lessor. 


If the lessee is to be regarded as 
having effected improvements upon the 
leased land “with the written consent 
of the lessor” it is considered that this 
consent must be given by the lessor to 
the lessee. Written approval given by 
the lessor to some other person, for 
example a statutory authority, does not 
appear to satisfy the requirement. 


Where the above conditions are met, 
the lessee is entitled to a deduction for 
the cost of the leasehold improvements, 
spread proportionately over the period 
of the lease which is unexpired at the 
date when the expenditure was incurred. 

To the extent that the expenditure on 
leasehold improvements is in excess of 
the amount, if any, which is specified in 
the agreement, or required to be ex- 
pended under the provisions of the lease, 
or permitted by the lessor’s written con- 
sent, such expenditure is not allewed 
as a deduction under the provisions of 
Section 88 (2). However, for practical 
purposes, the amount to be spent on the 
improvements is often not specifically 
stated; it is more usual for the agreed 
improvements to be described without 
indicating the amount to be spent on 
them. 

Expenditure on leasehold improve- 
ments which do not fulfil the conditions 
prescribed in (c) above, that is, are 
what is described as “uncovenanted 
improvements”, may be allowed as a 
deduction on the assignment or surrender 
of the lease, as discussed later in this 
series. 

An example of the allowance under 
Section 88 (2) is as follows: 
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The term of a lease is five years from 1 
January 1956. On 1 July, 1957, the lessor in 
writing consents to the erection of additions 
to a factory building, The improvements are 
completed on 30 September, 1957 at a cost 
of £1,950. 

Period of lease unexpired when improve- 
ments were completed is 39 months. 


Deductions allowable:— 
Year ended 30 June, 1958: 
9 


— of £1,950 £450 
39 
Years ended 30 June, 1959 and 1960: 
» 


< 


— of £1,950 each year £600 each year 


39 
Year ended 30 June 1961: 
6 


— of £1,950 = £300 
39 


Lease of Indefinite Duration 


Where a lessee has made “coven- 
anted” improvements, not subject to 
tenant rights, to property which is sub- 
ject to a lease of indefinite duration (for 
example, a weekly or monthly tenancy) 
a tax deduction for the expenditure in- 
curred may be allowed over a “deemed” 
unexpired period of the lease. 


Section 88 (5) provides that in such 
circumstances the lessee may elect that 
the period of the lease unexpired at the 
date on which the expenditure on the 
improvements was incurred shall be 
deemed to be two years. The deduction 
provided by Section 88 (2) will then be 
allowed over the two year period. 


This election must be made in writing 
and should be lodged with the Taxation 
Commissioner not later than the date 
on which the tax return of the year con- 
cerned is submitted, unless the Com- 
missioner permits an extension. No par- 
ticular form of election is prescribed. 


An example of this allowance is as 
follows: 


Expenditure on “covenanted improvements” 
incurred 1 January 1957 £2,000. 
Property held under monthly tenancy—elec- 
tion made under Section 88 (5). 
Period of lease unexpired deemed to be two 
years from 1 January 1957. 
Deductions: 
Year ended 30 June 1957: %4 of £2,000 
- £500. 
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Year ended 30 June 1958: % of £2,000 
= £1,000. 

Year ended 30 June 1959: % of £2,000 
= £560. 


Where the lease is of indefinite dura- 
tion and no election under Section 88 
(5) is made, no deduction for amortisa- 
tion of the cost of the improvements will 
be allowed. A deduction would be 
allowed only if, and when, the lease was 
assigned or surrendered (see later). 


Control of One Party by the Other 


The deduction for expenditure on 
“covenanted” leasehold improvements is 
not allowed where: 


(a) The lease is a lease of land to a 
company from an individual or 
vice versa, and the individual 
directly or indirectly controls the 
voting power of the company, or 


The Commissioner considers that 
having regard to the terms of the 
lease, or of any other circum- 
stances, the lessor is in substantial 
control of the operations of the 
lessee, Or vice versa. 


This is provided by Section 88 (3). 
It will be observed that “control” for 
the purposes of (a) above relates to 
voting power, whereas in (b) it relates 
to the operations of the lessee or the 
lessor, as the case may be. 


Assessable Income—Leasehold 
Improvements 


Section 87 provides for the inclusion 
in the lessor’s assessable income, in the 
manner described below, of the value 
of improvements, not subject to tenant 
rights, which have been made to the 
land the subject of the lease. 


To be covered by this section, the 
improvements must be “covenanted”, 
that is they must be made: 


(a) by a person as consideration for 
the grant to him of a lease of the 
land 


(b) by a lessee who was required to 
make them under the terms of the 
lease agreement 
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(c) by a lessee with the written con- 
sent of the lessor. 
The lessor is not assessed on the value 
of the improvements if they are not 
“covenanted”’. 


The method adopted is provided by 
Section 87 (1) (a) which states that 
“there shall be included in the lessor’s 
assessable income of the year in which 
the improvements have been completed, 
and of each year thereafter until and 
including the year in which the lease 
expires, an instalment of the estimated 
value to the lessor of such improvements 
as at the expiration of the lease”. 


Firstly, therefore, an attempt has to 
be made to estimate the value of the 
improvements to the lessor as at the 
expiration of the lease. Presumably, 
in the case of a lease extending over a 
period of years, this estimated value 
would be expected to be less than the 
cost of the improvements. 


The instalments of the estimated value 
as at the expiration of the lease, to be 
included in tlie lessor’s assessable income 
each year until the lease expires, are to 
be equal in amount, and such that, if 
received at the commencement of each 
of those income years, they would, with 
interest at the prescribed rate (5%), 
accumulate to the amount of the esti- 
mated value. 


For example: 


Improvements costing £2,500 were made by a 
lessee with written consent of the lessor, and 
were completed 1 January, 1957. Date of 
expiration of lease, 30 June 1967. Estimated 
value of improvements to lessor at expiration 
of the lease is £1,500. 

Sum which, if invested annually at 5% per 
annum would amount to £1 at the end of 
eleven years—£.067037. (Second Schedule to 
Income Tax Regulations). 


instalment to be included in lessor’s assessable 
income for each of the years ended 30 June 
1957 to 30 June 1967 inclusive—£1,500 x 
067037 = £101. 

If the Commissioner is of the opinion 
that the instalments to be included in 
the lessor’s assessable income over the 
unexpired period of the lease cannot be 
satisfactorily determined, “the value of 
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the improvements at the expiration of the 
lease shall be included in the lessor’s 
assessable income of the year in which 
the lease expires”—Section 87 (1) (b). 
This could be to the distinct disadvant- 
age of the lessor, particularly if he is 
an individual because there is no pro- 
vision for taxing the value of the im- 
provements, at the expiration of the 
lease, at a notional rate. It is therefore 
usually preferable for the taxpayer and 
the Commissioner to agree on an esti- 
mated value of the improvements to 
enable the instalments method described 
above to be applied. 


Section 87 (3) then provides that, in 
the case of a lease of indefinite duration, 
for the purpose of assessing the lessor 
on the estimated value of the improve- 
ments, as explained above, the lease is 
deemed to expire two years after the 
day on which the improvements were 
completed. No election is necessary; 
the lease of indefinite duration cannot be 
treated, for the purpose of Section 87, 
as having a period either shorter or 
longer than two years. 


It should not be difficult, in such cir- 
cumstances, to estimate a value to the 
lessor of the improvements at the end 
of a period of two years, to facilitate 
the inclusion of that estimated value, by 
the instalments method, in the lessor’s 
assessable income. 


The Expiration of the Lease 


The assessment of the value of the 
improvements to the lessor is effected 
over a period ending in “the year in 
which the lease expires”. The expression 
“term of the lease”, which means the 
length of time which the lease has to 
run, is not used in this context. 

However, should a lease which is 
entered into for a specific period be 
surrendered, the question arises whether 
the lease has “expired” for the purpose 
of Section 87. It may have come to an 
end because of the surrender, but it does 
not appear to have expired. If therefore 
Section 87 has been applied, and a cal- 
culation made of the equal annual instal- 
ments to be included in the lessor’s 
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assessable income, it may be necessary to 
determine whether such instalments 
should continue to be so assessed. The 
person to whom the lease has been 
surrendered is then no longer the 
“lessor”. 


If the lease is of indefinite duration, 
the lease is still “deemed to expire” 
two years after the improvements were 
completed, even though surrender had 
perhaps taken place a very short period 
after such completion date. The Act 
therefore appears to contemplate the 
assessment of the value of the improve- 
ments to the “lessor” in an income year 
in which he can no longer be described 
as such, contradictory though it may all 
seem. 

* + . 


Pocket Compendium of Australian 
Statistics 


The 1959 issue of the Commonwealth Statis- 
tician’s booklet—Pocket Compendium of Aus- 
tralian Statistics—has just been released at 
the price of two shillings. 

Measuring less than 4% inches by 342 inches 
and weighing a mere two ounces, its compact 
form and wide range of topics will doubtless 
appeal to all who require general information 
on Australia and its people. It has particular 
value to members of the accounting profession 
because the facts and figures given are 
authoritative and they cover practically every 
activity carried on in the Commonwealth. 

The wide range of subject matter is illus- 
trated by the following selections:—Balance of 
Payments, Banking, Building, Crops, Dwellings, 
Education, Employment, Food Consumption, 
Hire Purchase, Hospitals, Insurance, Livestock, 
Minerals, National Income, Oversea Trade, 
Population, Price Indexes, Production, Public 
Finance, Retail Sales, Transport, Wage Rates. 

In addition, the Compendium lists the 
members of Commonwealth and State Minis- 
tries, Commonwealth Parliament, the Com- 
monwealth Judiciary, also Australia diplo- 
matic and consular representatives overseas, 
diplomatic respresentatives of other countries 
in Australia, and principal Commonwealth 
officials. 

A chronological table of principal events 
since Captain Cook’s first voyage to Australia 
in 1770 rounds off a veritable mine of in- 
formation packed into some 220 pages. 

Copies are available from the Deputy Com- 
monwealth Statistician, 3rd. Floor, 8 Elizabeth 
Street, Melbourne, (P.O. Box 2796Y); the 
Government Printer, Canberra, or the Com- 
monwealth Sub-Treasury in each Capital city. 
They may also be ordered through the leading 
booksellers in the principal cities of Australia. 
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TAX 
PRACTICE 


The profit and loss appropria- 
tion account of a private com- 
pany included an amount of 
£3,000 representing undistribu- 
ted profits of the year ended 30 
June 1948, (£5,000), less tax 
charged under Division 7 of the 
Income Tax Assessment Act on 
those profits (£2,000). 


What are the conditions to be ob- 
served for the exemption of this 
dividend in the hands of the share- 
holders of the company? 

Section i07 is relevant to this 
problem. It states that a dividend 
or part of a dividend which is (a) 
paid before 1 January, 1963, and 
(b) paid out of the “undistributed 
amount” of any of the years ended 
30 June, 1947 to 30 June, 1951 
inclusive, less the Division 7 tax paid 
on that undistributed amount, shall 
not be included in the assessable 
income of the recipient. 


It is no longer required (as from 
the income year ended 30 June, 


1957) that, in order to obtain the 
exemption provided by Section 107, 
the dividend should be paid “wholly 
and exclusively” out of the Division 
7 taxed profits. Instead, exemption 
will be granted to the recipient in 
respect of the dividend “or part of 
the dividend” to the extent that it is 
paid out of such profits. 


For practical purposes, agreement 
should be reached with the Depart- 
ment as to the existence and extent 
of the profits which may be dis- 
tributed tax free, and the resolution 
should clearly specify the funds out 
of which the dividend is declared. 


* 
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NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.coM., A.A.s.A. 


PENSION PAID BY PRIVATE 
COMPANY 
The Board of Review decided 

that, in the particular circumstances, 
a pension paid to the widow of the 
managing director of a private com- 
pany, and payments made to a trust 
for his children, were not allowable 
deductions. 

A private company was incorporated 
in June 1952, and in February 1953 
acquired a business previously operated 
by a partnership consisting of A and 
B. Shares in the company were allotted 
to A and B and Mrs. B, A holding one 
half of the issued capital. 

Under the terms of an agreement 
entered into between the company, A, 
B, and their respective wives, arrange- 
ments were made for the payment of 
pensions to the individuals concerned. 
Amongst other things, it was agreed that, 
provided A held 5,000 shares in the 
company, he was to receive a pension 
of £20 per week subsequent to reaching 
age 65 or retiring from the company, 
and after his death, his wife was to 
receive a pension of £10 per week and 
£2 per week for each child was to be 
paid to trustees for the children until 
each male child reached eighteen years 
and each female child reached sixteen 
years. 

A having died in May 1955, a pension 
of £520 was paid to Mrs. A during the 
year ended 30 June, 1956 and £520 
was paid to the trustees for deceased’s 
children. 

The taxpayer company had claimed 
that the payments made were allowable 
as a deduction under Section 51 (1), 
tepresenting expenditure incurred in 
gaining or producing assessable income, 
or necessarily incurred in carrying on a 
business for that purpose. On this aspect, 
the Board considered that there was no 
relation between “the making of the 
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payment (or the contract which provided 
for its making in the future) and the 
further pursuit of gain”. There was no 
evidence that the agreement was con 
cluded having regard to the future earn- 
ing activities of the company; instead 
the Board considered that the directors 
A and B were principally concerned 
with the provision of retirement benefits 
for themselves and their children. It 
was held therefore that Section 51 did 
not operate to allow the deductions 
claimed. 

The company’s alternative claim was 
under Section 78 (1) (c), which pro- 
vides for the allowance of deductions 
for pensions, retiring allowances or 
gratuities to employees or their depend- 
ants, to the extent to which the Com- 
missioner is satisfied that the payments 
are made in good faith in consideration 
of the past services of the employee 
concerned. 

The Board was not satisfied that A 
was an employee of the company. There 
was no evidence that he had been ap- 
pointed managing director, nor was any 
agreement produced relating to the 
rendering of services by him. The com- 
pany, it was considered, was merely “a 
legal form employed by A and B for the 
purposes of further conducting their 
partnership activities”. 

Further (although having decided that 
A was not an employee of the company 
it was not necessary to consider this 
requirement) the Board agreed with the 
Commissioner that the sums paid to 
Mrs. A and the trustees for his children 
were not paid in good faith in considera- 
tion of the past services of an employee 
of the company. 

The Commissioner’s disallowance of 
the deduction under Section 78 (1) (c) 
was therefore confirmed. 

This decision of the Board is reported 
in 8 C.T.B.R. (N.S.) Case 10. 
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INSTALLATION OF TELEPHONE 
SWITCHBOARD 


The cost of installing a new 
switchboard and telephones, owned 
by the Postmaster-General’s De- 
partment, was held by the Board of 
Review to be of a capital nature. 


On the removal of the taxpayer com- 
pany’s business operations to new pre- 
mises, an amount of £127 was paid to 
the Postmaster-General’s Department for 
the installation of a switchboard providing 
more lines to the exchange, and more 
extensions, than existed in the switch- 
board installed in the premises from 
which the removal was made. 


The taxpayer company could not 
claim a deduction for depreciation on 
the cost of the installation, because the 
asset was not owned by the company. 
A claim was made for the allowance of 
the expenditure incurred under Section 
51 (1), on the ground that it was an 
expense necessarily incurred in carrying 
on the business, not being expenditure 
of a capital, private or domestic nature. 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 7, decided that the amount 
paid to the P.M.G.’s Department was 
not expenditure incurred in carrying on 
the business, but represented a cost of 
transferring the business to other pre- 
mises. It was a cost of “establishing the 
profit-yielding subject”, rather than part 
of the expenses incurred in running the 
business. The fact that the switchboard 
did not belong to the taxpayer company 
was therefore considered to be of no 
consequence in determining whether the 
expenditure should be allowed as a 
deduction. 


RESIDENCE OF U.K. COMPANY 


The English High Court (Court 
of Appeal) determined the residence 
of East African subsidiaries of a 
parent. company resident in the 
United Kingdom. 


The case of Bullock (Inspector of 
Taxes) v.'Unit Construction Co. Ltd. 
(1958) 3 All E.R. 186 was discussed 
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in these notes published in the February, 
1959, issue of the journal. Three sub- 
sidiaries of a United Kingdom company 
were incorporated in East Africa, and 
although they were resident in that 
country, it was sought to establish that 
the three companies were also resident 
in the United Kingdom, on the ground 
that the central management and control 
of those companies was exercised in 
the U.K. 


It was held that, although the directors 
of the African companies were in fact 
subject to the direction of the parent 
company’s board of directors, the con- 
trolling power and authority of those 
companies were vested according to the 
Articles of Association in the local boards 
of directors; that was the authority which 
could properly be exercised within the 
framework of the constitution of the 
African companies, and it was therefore 
decided that the central management and 
control was not in the United Kingdom. 


The decision of the High Court was 
considered by the Court of Appeal, re- 
ported in (1959) 1 All E.R. at p. 591. 
The Court of Appeal was in substantial 
agreement with the original judgment of 
the Court. Although it was agreed that, 
as a matter of fact, the business of the 
African companies was managed by the 
parent company, this meant that the 
provisions of the companies’ Articles, 
to the effect that the business shall be 
managed by the local directors, were 
being wholly disregarded and, as counsel 
for the Crown put it, “an act such as 
that, the flouting of a term of a subsidiary 
company’s constitution, can never have 
been judicially contemplated as being a 
guide to the residence of that company.” 


Thus it was confirmed that constitution- 
ally, and therefore authorised, manage- 
ment and control should be the deter- 
mining factor in deciding where the East 
African companies were resident, and as 
that management and control existed in 
East Africa, the companies were held 
not to be resident in the United Kingdom. 
The taxpayer companies were granted 
leave to appeal to the House of Lords. 
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The Management of 
Working Capital 


Terminology and Function 


. ORKING Capital” is a term with 

which accountants are quite 
familiar. It has long been a part of basic 
accounting terminology. Whenever work- 
ing capital is mentioned it brings to 
mind current assets and current liabilities 
with a general understanding that work- 
ing capital is the difference between the 
two. The relationship between current 
assets and current liabilities establishes 
the working capital ratio. 


Financial management may be divided 
into two broad areas of responsibility. 
They are not by any means independent 
of each other but each may be regarded 
as a different kind of responsibility and 
certainly each may require very different 
considerations. 


These two areas are:— 


(1) The management of the long-term 
funds associated with plans for 
development and expansion and 
which involve land, _ buildings, 
machinery, equipment, transport 
facilities, research projects and so 
on. 


(2) The management of the shorter 
term fluctuating financial needs 
which are associated with the every 
day cycle of activities of the enter- 
prise. These are the needs which 
may be described as working capital 
needs. 


The management of working capital 
is a continuing function which involves 
control of the every-day ebb and flow 
of financial resources circulating in the 
enterprise in one form or another. 
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By V. L. GOLE, F.a.s.A., A.C.A.A. 


The Cycle of Activity 


In every business enterprise there is 
a natural cycle of activity. The succes- 
sive movements in this cycle will be 
different from one enterprise to another, 
according to the nature of the enter- 
prises. For example in a manufacturing 
situation the cycle will run something 
like this— 
CASH ->» MATERIALS -> PRODUCTION 


» FINISHED GOODS > SALES > DEB- 
TORS -> CASH 


In a purely retaining enterprise and 
consequently one which has no manu- 
facturing problem the cycle is shortened 
to this— 


CASH -> MERCHANDISE ~~ SALES > 
DEBTORS ~ CASH 


In a purely financing enterprise the 
cycle is still shorter like this— 
CASH —~ DEBTORS ~ CASH 


It is apparent that the amount of 
working capital required and its level 
at any particular time will be governed 
directly by the speed with which this 
cash cycle can be sustained. The faster 
the cycle the less the investment in 
working capital needs to be. To put it 
another way, the faster the rate of 
turnover in the elements of working 
capital the less the total investment needs 
to be. This surely indicates the danger 
of placing some rule-of-thumb assessment 
on the “ideal” working capital ratio. 
Such a rule-of-thumb assessment would 
be false when comparing enterprises 
quite different in character and falling 
into different industrial or commercial 
classifications. It is also false when 
comparing enterprises of somewhat 
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similar character within the same general 
group. If sufficient information on this 
matter could be collated in respect of 
different enterprise classifications as a 
kind of general group average, this may 
be of some use to one or another enter- 
prise desiring to compare its own 
position with the general average of the 


group. 
Components of Working Capital 

The elements or components of work- 
ing capital may be stated briefly as 
under— 

Current Assets 
) Cash 
f Bank balance 

Short-term investments | Prepayments 
Stock 
Debtors. 


Liquid resources 


Current Liabilities 
Bank overdraft 
Creditors 
Short-term borrowings (3, 6, 9, 12 months) 
Tax assessed 
Dividends declared or about to be declared. 


A study of these components of 
working capital will serve to emphasise 
the fallacy of arbitrary assessments of 
strength or weakness in the working 
capital ratio. For example stock is 
often the most significant single com- 
ponent in the working capital assessment. 
If the enterprise is overstocked in relation 
to its normal requirements and with 
regard to its fair and reasonable rate 
of stock turn, the cash cycle already 
referred to will be retarded and the 
real liquidity of the enterprise will be 
adversely affected. The implications are 
even worse if the stock contains items 
which are obselete, out of fashion, 
deteriorated in value and_ generally 
unsaleable. 


The same line of reasoning can be 
applied to debtors. If they are not 
paying within the accepted trading terms 
the weight of this component in the 
working capital assessment must of 
necessity be weakened; the presence of 
a heavy load of potential bad debts 
within this component also has _ its 
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serious implications. If working capital 
is the source from which to meet current 
liabilities as they fall due in the course 
of business activity, then the strength 
or weakness of the current assets, as 
already indicated, will have a significant 
bearing on the short-run liquidity of 
the enterprise. 


Financial management is directly 
concerned -with preserving this short-run 
liquidity and consequently with measuring 
from time to time the real effectiveness 
of the working capital position. 


The current assets are not the only 
components which count in this matter. 
The arrangements in connection with 
the bank overdraft are important as 
are also the arrangements which can 
be made from time to time with creditors. 
On both these matters repeated com- 
promises are likely to wear rather thin, 
and generally there is not a lot of 
flexibility in these arrangements. The 
focus of management is_ therefore re- 
stricted to some degree on the effective 
handling of the current assets. 


Characteristics of Enterprises 

There are other factors which govern 
the amount of working capital required 
and its level at any particular time. 
Mention has already been made to three 
broad _ classifications:— Manufacturing, 
retailing and financing. These can be 
broken down still further in this way— 


Manufacturing (to order or for stock): 
Single Product 
Small Range 
Multiple Products 


Retailing 
Specialty (small range) 
Specialty (wider range) 
Wide Variety 
Financing 
Short-term (say one year or less) 


Medium-term (say two years) 
Longer term (longer than two years) 


Still another important factor is the 
period of time required to complete the 
production process, and consequently 
the difference in the amount of work in 
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progress which may need to be carried 
in the work-flow from time to time. 
This is significant when comparing 


different enterprises but it could also 
be important in a particular enterprise, 
producing multiple products, and chang- 
ing the run of production from one 
period to another. 


In the break-down suggested above 
it should be possible for the single 
product enterprise to operate on a lower 
working capital requirement than the 
enterprise with a wider variety of pro- 
ducts and consequently multiple pro- 
cesses requiring generally more invest- 
ment in raw material stocks, partly 
finished and finished goods. 


Similarly the retail business in the 
specialty field should be able to operate 
on a lower level of working capital than 
the multiple business. In the financing 
field the facts speak for themselves. The 
money simply is out for a shorter period 
of time in one case than another, and 
consequently is being turned back into 
the working capital pool faster or more 
often. 


A Two-Fold Focus 


The working capital ratio has a 
two-fold focus: (a) external and (b) 
internal. 


The external focus represents the 
viewpoint of the financial analyst or 
investment counsellor or other interested 
party from outside the enterprise con- 
cerned. Such a party is generally 
restricted in his information to that 
which is available in published form, 
and may use this as a basis of comparison 
between different enterprises at various 
points of time, or concerning a particular 
enterprise at different points of time. 


The internal focus represents the 
viewpoint of management from within 
the enterprise concerned. Management is 
in possession of much more information 
than is available to the outside analyst, 
and consequently should be able to 
bring to bear on its assessment a more 
objective measure. For example the 
external analyst could not be expected to 
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know the composition of stocks, the 
efficiency of the credit and collection 
process applied to debtors, or the 
nature of the arrangements with bankers 
and creditors. Management within the 
enterprise surely has this kind of 
information and should therefore be 
able to assess the relative effectiveness 
of the working capital position from time 
to time. 


In each case trend may be a good 
deal more important than the static 
position at one point of time or another. 
The direction in which the enterprise 
is moving is generally more important 
than its position now. By studying trend 
as a continuing indicator, management 
can give attention to corrective measures 
if the trend is adverse. 


Funds Statement and Ratio Analysis 


The statement of sources and uses of 
funds is a helpful device to use in this 
study of working capital, its movements 
and its pattern. It enables a clearer view 
to be obtained of causes of increases in 
working capital and how resources have 
been used up. Ratio analysis used in 
conjunction with the “Funds Statement” 
can help to clarify the significance of 
movements in the working capital 
structure. 


Internal management in its control of 
working capital will have regard to the 
changes in 

(a) The investment in stock. 

(b) The investment in debtors. 

(c) Commitments to creditors. 

(d) Short-term Jiabilities. 


(e) The approach of dividend dates 
and tax assessments. 


Management will need to be con- 
cerned, not only with changes which are 
taking place, but with the causes of these 
changes. It may be that the changes 
are perfectly natural, and practicably 
unavoidable. For example some enter- 
prises are far more subject to seasonal 
fluctuations than others. Working capital 
requirement under the stress of seasonal 
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influences will be different in one period 
from what it is in another. If these 
seasonal peaks are clearly identified for 
the enterprise, management is forewarned 
of the approaching strain on working 
capital, and can take steps to tide over 
the “tight” period. The cash budget 
used in conjunction with the other de- 
vices already mentioned is essential in 
projecting the course ahead. 


Here again ratio analysis can be 
helpful in keeping these movements in 
their right perspective, if directed to the 
rate of stock turn being achieved from 
time to time, the number of days’ credit 
sales being carried on the books, the 
number of days’ purchase commitments 
being carried and so on. 


Capital Expenditure Projects 


When capital expenditure projects are 
being planned there is a tendency to 
overlook the additional working capital 
needs which are generated by the project. 
If the project has for its objective a 
larger volume of business the inevitable 
consequence is a heavier investment in 
stocks and a heavier investment in book 
debts, and this is so, irrespective of the 
rate of stock turn or how fast debtors 
pay their accounts. It is almost certain 
that a larger base stock will have to be 
maintained and a larger volume of book 
debts carried. The important thing is 
to see that these added investments do 
not get out of line with what is con- 
sidered to be efficient stock turn and 
credit and collection control. 


An important ratio to be mentioned 
in connection with capital expenditure 
projects is the ratio of working capital 
to fixed (non-current) assets. Since 
operating capacity is governed largely 
by the functioning of the fixed assets 
and working capital is needed to keep 
pace with the levels of operating capacity, 
it follows that any increase in the fixed 
assets in use should be matched pro- 
portionately with an increase in working 
capital. Increased capacity may mean 
increased payrolls, increased materials 
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in production and certainly increased 
fixed costs, all of which constitute an 
increased drain on working capital. 
Relevant to these considerations is the 
incidence of depreciation or more 
particularly the depreciation provisions. 
Primarily these may tend to increase 
working capital, but as fixed assets need 
to be replaced there is a usage of 
working capital. This relationship 
between working capital and operating 
fixed assets needs to be tested from time 
to time so that a pattern appropriate to 
the enterprise is established. Then when 
additional fixed assets are put into 
operation there is some measuring rod 
to indicate what additional working 
capital will be required. 


Expansion Programmes 


When an expansion programme is 
directed to obtaining increased sales 
through a larger number of sales locations 
without necessarily increasing fixed 
assets (for example in a chain store 
retail business) additional working capital 
needs will be generated in the form of 
increased stock and debtors. The 
position is emphasised still further if in 
addition to a greater number of locations, 
the increased sales are to be obtained 
by the introduction of new lines of 
merchandise. This can be illustrated in 
the following way. 


Suppose there are 50 shops in the 
chain each carrying £5,000 of stock and 


£1,000 of debtors accounts. One plan 
is submitted to increase the number of 
shops to 60 without introducing any 
new lines of merchandise. The other 
plan is to increase the number of shops 
to 60 and at the same time introduce 
some new lines, in which each shop will 
need to be stocked with £1,000 worth. 
It is expected that these new lines will 
attract new customers in the old locations 
and that the new locations will have the 
same general range of customers as the 
other locations. The possible impact on 
working capital is indicated by the table 
at the foot of the facing page. 
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If stocks are to be maintained at the 
existing level in each location and the 
terms of trading for debtors are not 
shortened the additional investment 
indicated under either plan is _prac- 
tically a sunk investment and has to be 
financed. If it is financed from internal 
resources there is a drain on working 
capital. 


Factors Influencing Working Capital 


There are many different factors which 
influence the total investment in working 
capital in an enterprise at different points 
of time. These factors are also not 
unimportant in the level of working 
capital which needs to be sustained in 
the enterprise to enable it to carry on 
its usual functions safely. 


Without attempting to suggest any 
order of importance the following may 
be stated as significant items. 


(a) Profit levels 

(b) Taxation 

(c) Dividend policy 

(d) Reserve policy 

(e) Depreciation policy 

(f) Expansion programmes 
(g) Price level changes 
(h) Operating efficiency 


Brief comment on each of these items 
may help to give them some perspective 
in the general problem of the manage- 
ment of working capital. 


Profit Levels 


There is little doubt that some enter- 
prises have the good fortune to generate 
a relatively high gross margin, whilst 
others operate in an environment in 


which margins are limited by the in- 
tensity of competition. This is not to 
suggest, of course, that high gross 
margins are always purely fortuitous. 


The enterprise with the high gross 
margins has the chance to restore to the 
working capital pool at the completion 
of the cash cycle a greater amount than 
would be the case if the gross margins 
were less in the first place. Profit levels 
in any case have a direct bearing on 
most of the other items in the list and 
consequently are of paramount import- 
ance in respect of working capital 
requirements. High gross margins can 
be dissipated in many other activities 
of the enterprise and consequently can 
only be regarded as an _ important 
potential source of working capital. The 
ultimate test is what is really generated 
through the cash cycle in the form of 
net profit. Even net profit in terms of 
the conventional approach to income 
determination cannot be counted upon 
as available cash. Invariably it will be 
found to have been used up in the 
normal operations in one form or 
another as stock, debtors or perhaps 
fixed assets. 


Taxation 


No reminder is necessary, that tax- 
ation, once assessed is a_ short-term 
liability payable in cash. Even before 
it is assessed it is a pending liability and 
as such must find a place in the budget 
of working capital requirements, par- 
ticularly in the short period fluctuating 
requirements. It is the first appropriation 
to be considered out of earned profits 





Locations 

Average Stock 

Average Debtors 

Total Investment Stock 
Total Investment Debtors 


Increased investment under PLAN No. 1 
Increased investment under PLAN No. 2 


Existing 
Plan 
50 
£5,000 £5,000 
£1,000 £1,000 
£250,000 £300,000 360, 
£50,000 £60,000 £90,000 


Stock Debtors Total 
£50,000 £10,000 £60,000 
£110,000 £40,000 £150,000 
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and therefore has a direct influence on 
what is left as a basis for determining 
other financial policies of the enterprise. 
It is a natural corollary that a period of 
high taxation will put an additional 
strain on working capital because it is 
an outflow of cash which brings no 
reproductive effects. Payments to credi- 
tors on the other hand at least have the 
implication that the goods they supply 
can be used to produce a cash return 
in due course which exceeds their cost. 


Dividend Policy 

Management is often in the difficult 
position of trying to maintain an equit- 
able balance between the need to preserve 
cash resources, and the obligation to 
satisfy investor expectations, and market 
prestige for the securities of the enter- 
prise. This position is made all the 
more difficult in periods of relatively 
lower profits. Sometimes free reserves 
are sacrificed in order to maintain a 
dividend level that will be consistent. 
Here again dividends once declared 
become a short-term liability payable 
in cash. Consequently this impact must 
be recognised in the working capital 
budget. Interim dividends, although 
customary, use up funds progressively. 
“Once a year” dividend policy, although 
not so popular, preserves the use of the 
funds for the longest possible period. 


The proprietary company in this 
respect has a strong advantage. Its 
“sufficient distribution” can be covered 
by crediting the dividend amounts to 
individual sharcholder’s accounts in the 
books of the company to be drawn 
against gradually as _ required for 
personal needs. The impact on cash 
resources is therefore gradual. The 
public company has no such opportunity 
in actual practice. The impact in this 
case is immediate. 


Reserve Policy 

Prudent financial management de- 
mands that adequate reserves should be 
built up out of available profits. Dividend 
policy should be determined with this 
objective well in view. It would be little 
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satisfaction to the general body of 
shareholders in the long run, to enjoy a 
liberal distribution of dividends, only to 
find that the strength of the enterprise 
was undermined in the process. Reserves 
in the form of retained earnings in one 
form or another have become a prolific 
source of development and expansion 
funds, whether in public or proprietary 
companies. The latter class of company 
is handicapped in this respect by the 
undistributed profits tax but has the 
advantage already referred to. In fact, 
without any approach to the “money 
market” it must rely heavily on retained 
earnings for its growth capital. The 
close relationship between profit levels, 
taxation, dividends and reserves can 
readily be seen. 


Depreciation Policy 

For the sake of simplicity, depreciation 
policy may be regarded for the present 
purpose as being that part of financial 
policy which determines the amounts to 
be provided as depreciation provisions 
with a view to replacement of worn-out 
or obsolete assets. The extent to which 
these provisions are made, whether as 
direct charges in the profit and loss 
account or as appropriations out of 
profits — or both — will again have a 
direct bearing on dividend policy and 
reserves. 


As the “provisions” for depreciation 
are in reality only book entries at the 
time they are made, and represent no 
cash flow at that time, they will have 
no bearing on the working capital 
position; except to the extent that they 
will serve to hold back distributions of 
dividends which may otherwise be made 
more liberally. 


What is important from the working 
capital standpoint is the extent to which 
actual replacements are made, because 
at that time there will be an outflow of 
cash and a drain on the working capital 


pool. This is the reason why a “pay- 
back period” criterion is often s0 
important in gauging the relative merit 
of capital expenditure projects. A short 
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“pay-back” period will naturally restore 
the investment to the working capital 
pool more quickly than an alternative 
proposition with a longer “pay-back 
period”. 


Expansion Programmes 


These may take various forms but 
they have one thing in common; they 
will almost certainly have an impact on 
the working capital requirements. 
Examples have already been given. 
Suffice to say just now, that it would 
be unwise to strain internal financial 
sources in an expansion programme so 
severely as to make it necessary to go 
outside for working capital needs. Capi- 
tal expenditure projects should only 
claim a fair and reasonable portion of 
the available internal funds. Otherwise 
working capital may be strained at a 
time when outside finance is difficult 
or costly to obtain. 


Reference is again made to the need 
to gauge the effect of expansion pro- 
grammes on working capital require- 
ments, especially where the programme 
involves newer and perhaps larger pro- 
duction processes, and consequently an 
extended cycle of activity; or to put it 
another way, a longer period over which 
cash will be restored to the working 
capital pool. 


Price Level Changes 


Rapidly rising prices will not have 
the same impact on various kinds of 
enterprises. The influence depends once 
again on the rapidity of the cycle of 
activity. If the cycle is very rapid the 
events will be in a closer price relation- 
ship one with the other, than in a 
slower cycle where the changes have a 
longer time over which to manifest them- 
selves. The level of stocks which must 
be carried, the investment in fixed assets, 
the age of fixed assets and so on will 
all have a bearing on this matter. But 
this is largely a question of relativity. 


Rapidly rising price levels will as a 
general rule increase the amount of work- 
ig capital required. It depends to a 
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large extent, how close to the price 
changes, the pricing policy of the enter- 
prise can run. In other words how 
rapidly the enterprise can adapt itself 
through its own policies to the changing 
scene around about it. This adaptation 
is far more difficult in some enterprises 
than in others, and sometimes the enter- 
prise has not the entire decision in its 
own hands. 


Operating Efficiency 

Some indication has already been given 
that operating efficiency has a significant 
bearing on the working capital position. 
An enterprise may not have a great 
deal of control over the prices it pays 
for its raw materials and supplies or 
the rates at which it pays its labour 
force. But it has a measure of control 
over the effective and efficient usage of 
materials and labour. The level of 
operating efficiency in these matters will 
influence the amount of working capital 
required. All the way through the 
range of operating expenses, especially 
in regard to those which are controllable 
at various functional levels, the degree 
of effective control will be an important 
consideration in relation to working 
capital levels. Considerations of effi- 
ciency can be applied to practically 
every activity and it is no flight of fancy 
to say that rapidity of the cash cycle 
can be improved if there is efficient 
operation all the way through. 


A New Concept 


A new concept of the working capital 
ratio has been presented in the October 
1958 issue of the journal Accounting 
Research by M. H. B. Abd El-Motaal. 
He discards the traditional current assets/ 
current liabilities ratio (preferring to 
call this the “current ratio”) and relates 
working capital to current assets. His 
working capital ratio would therefore 
appear as under— 


1 


Current ratio 





For example if current assets amounted 
to £100,000 and current liabilities to 
£50,000, the current ratio would be 


100,000 2 
I 


50,000 
2:1 or 200% 


This is the approach to the traditional 
working capital ratio as it has been 
understood for a long time. Motaal’s 
working capital ratio then becomes 
.—-— & = *& 
1 : 2 or 50% 

His emphasis is on what is left of 
current assets after disposing of current 
liabilities, or in other words what the 
enterprise has available for its regular 
objectives. Motaal contends that his 
concept of the working capital ratio 
“highlights the level of working capital, 
its adequacy or otherwise, for turning 
over the current assets and meeting in 
general the requirements of the enter- 
prise”. It also “reveals that portion of 
current assets that exceeds the claims 
of current creditors and provides them 
in the meantime with a margin of safety”. 
It is a better guide to “the extent of 
liquidity of the working capital”, and 
“it is more related to the whole activities 
of the enterprise”. 


Four Tests 
Four tests are suggested of working 
capital policy. 
(i) The level of working capital. 
(ii) The structural healthiness of 
working capital. 
(iii) The circulation of working capi- 
tal. 
(iv) The comparative 
working capital. 


The Level 

The level of working capital which 
should be maintained in an enterprise 
can only be determined by careful study 
of the movements in successive periods. 
If management can develop a pattern in 
these movements it may serve as a 
guide to changing requirements in rela- 
tion to certain decisions which are made 


liquidity of 
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from time to time. Motaal suggests that 
this pattern could best be developed by 
the use of moving ratios or index num- 
bers expressing the relationship of work- 
ing capital at the end of one or another 
period with the figure at the end of the 
preceding period. The use of percentages 
in this regard would be appropriate. If 
the moving ratio or index number (per- 
centage) is considered alone, the causes 
of changes in the level of working capital 
will be obscure. Other relationships 
must be developed. An important one 
has already been mentioned in the func- 
tional relationship between working 
capital and operating capacity, the latter 
concept being in turn related to operating 
fixed assets. If management decides to 
increase operating capacity by the use 
of additional fixed assets, it is probable 
that additional working capital will be 
needed. Increased material input, in- 
creasing payrolls, maintenance costs and 
so on all tend to emphasise the need 
for additional working capital. That is 
why the ratio of working capital to fixed 
assets is quite an important one to study. 
In this connection also the “Funds State- 
ment” approach could be useful in trac- 
ing sources and uses of working capital 
and in acquiring a better understanding 
of movements in the pattern. 


Structural Health 


The broad pattern of working capital 
movements is a starting point to more 
objective measures. It is not possible 
to judge the strength or weakness of the 
working capital position purely on 4 
surface view of the components. The 
relative health of these components from 
a liquidity standpoint must be considered. 
Using Motaal’s approach and taking as 
a base his concept of the working capi- 
tal ratio it is then possible to draw off 
structural relationships in respect of 
each of the components constituting the 
current assets. These current assets aft 
usually dominated by the items stock 
and debtors. From a liquidity stand- 
point debtors will usually return cash 
to the working capital pool more quickly 
than stock. This is particularly so m 
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manufacturing where portions of the 
stock may be tied up for a time in 
partly finished goods. 


In judging the strength of a working 
capital position some regard would need 
to be given to the components of the 
current asset group. If, for example, 
debtors constituted 50% and stock 30% 
of the current asset group at one point 
of time and at another point of time 
debtors accounted for 40% and stock 
40% it would normally be concluded 
that the “health” of the working capital 
position had declined in the second 
period. This conclusion would be 
reached on the grounds already expressed 
that as a general rule debtors will restore 
cash more quickly to the working capital 
pool than will stock whose activity cycle 
is longer. 


This reasoning may fall to the ground 
if sales policy is such as to carry book 
debts well beyond the normal terms of 
trading. This latter condition may well 
slew down the movement of debtors and 
put it in a poor comparative light with 
stocks having a fast rate of turn. There 
are also other and somewhat subtle con- 
siderations in these relationships. Sup- 
pose the enterprise at one point of 
time shows stock to represent 60% of 
the current assets and at another point 
of time 40%. On the surface it would 
appear that the structural position was 
healthier at the second point than at 
the first because of the high proportion 
of the slower moving item at the first 
point. This judgment may be astray 
when other matters are taken into ac- 
count. Suppose at the first point the 
stock consists almost entirely of finished 
goods ready to be released to the market 
while at the second point the stock con- 
sists mainly of raw materials and partly 
finished goods. The 60% influence in 
the first case as against 40‘% in the 
second case may be entirely offset by 
the closer approach to liquidity of the 
stock of finished goods as compared with 
the stock of raw materials and partly 
finished goods. 
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When comparing two different enter- 
prises sales policy may have a significant 
bearing on these matters. An enterprise 
with a high stock component in its cur- 
rent assets but selling exclusively for 
cash may again offset the apparent ad- 
vantage of the enterprise with a relatively 
low stock component, selling on credit 
and carrying a large volume of debtors. 
From the standpoint of liquidity these 
considerations are all significant. The 
less that current creditors have to rely 
on stock realisation for satisfaction of 
their claims the stronger will be the 
structural health of the enterprise as a 
general rule. 


Circulation 


Many references have already been 
made to the importance of the circula- 
tion of working capital. This is an im- 
portant feature of the liquidity position, 
and involves once again the natural 
activity cycle of the enterprise. Ratios 
can be calculated to show the average 
period required to convert raw materials 
into finished goods and finished goods 
into sales (debtors) and finally into cash. 
These ratios as explained by Motaal can 
be expressed in the following simple 
formulae—- 


(1) Cost of raw materials used 


Average raw material stock 
raw materials 

: (x) 
turnover ratio 


365 


x 


number of days per turnover 


Annual sales 


Average finished goods stock 


finished goods 
turnover ratio 
365 


(y) 


y 
number of days required to sell 
finished goods inventory. 








(3) Annual sales 





outstanding debtors 
= debtors turnover ratio (z) 


Z 
= average period of debtor settlement. 


In these ratios cash and credit sales 
could be mixed because it is a measure 
of conversion into cash that is being 
sought. If the ratios are being used as 
a measure of the efficiency of the credit 
and collection policy the cash sales 
would need to be eliminated from the 
calculations. 


Liquidity 

In all these considerations of the work- 
ing capital position liquidity has been the 
constant theme. It now becomes ne- 
cessary to indicate some appropriate tests 
of this important feature. All the other 
tests are related specifically to one or 
another aspect of the subject. Motaal 
now suggests a more comprehensive test 
by which to gauge liquidity. He uses 
the following three ratios (each expressed 
as percentages) in conjunction— 

(a) Working capital to current assets. 

(b) Stocks to current assets. 

(c) Liquid resources to current assets. 


The technique can be used to rank 
the same enterprise at different points of 
time, or different enterprises at the same 
point of time. A process of “ranking” 
or “weighting” can then be followed to 
arrive at a more comprehensive measure 


of liquidity in which three factors are 
combined in a points score. 


The position for a Victorian public 
company at six different points of time 
in recent years is shown in table below. 
In these calculations liquid resources 
include cash, debtors and pre-payments. 
The company manufactures and sells 
fashion goods. 

The (a) and (c) ratios are ranked 
in inverse order to the size of the ratio, 
In other words a high ratio gives a low 
ranking score and the low ranking score 
is finally regarded as the best compara- 
tive liquidity position. 

The (b) ratio is ranked in direct 
order to the size of the ratio. This 
places the emphasis on the fact that 
when stock is a dominant factor in the 
current assets the liquidity position is 
adversely affected. In the example, the 
fourth period was the best comparatively 
from the standpoint of liquidity but the 
earlier remarks concerning the changing 
nature of stocks held must be taken into 
account. In the case illustrated the 
fourth period was in fact the most liquid 
because slow moving stocks had been 
liquidated and the item of stock was 
far less dominant than in any of the 
other periods. It would be possible to 
divide the liquid resources ratio by taking 
debtors as a separate item, and other 
liquid resources separately. 


Whether or not these refinements in- 
troduced by Motaal really serve the 
purpose and are worth the extra effort 
is a matter to be decided by the enter- 
prise itself. As already pointed out, 











Ratios Liquidity Ranks 
ail Rank Ultimate 
Periods a b c a b €c Totals Ranking 
% % % 

1 49.2 80.7 19.3 2 3 2 7 2 

2 30.0 86.1 13.9 6 6 6 18 6 

3 34.4 80.9 19.1 5 2 3 10 3 

4 52.5 68.9 31.1 1 1 1 3 1 

5 43.2 81.5 18.5 4 5 5 14 5 

3 4 4 11 4 
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internal management has access to a 
much greater range of detail than the 
outside analyst, and consequently should 
be able to develop these refinements to 
better purpose for its own control pur- 
poses. Certainly these suggestions serve 
to enlarge our thinking on a subject of 
great important in financial management 
and one which for too long has been 
approached on traditional rule-of-thumb 
concepts. 


Conclusion 


In conclusion it could be mentioned 
that although there are dangers in having 
too little working capital, there are 
also dangers in having too much. Per- 
haps the respective dangers could be set 
out in this way. 


Dangers of Too Little Working Capital 
Contributing factor to business failures. 
Frustrates the enterprise objectives 

through lack of funds. 


Reduces the rate of return on total 
investment. 


Influences the credit rating adversely. 
Prevents discounts being taken. 
Prevents attractive opportunities from 


materialising. 
Influences dividend policy adversely. 
Influences management morale ad- 
versely. 


Dangers of Too Much Working Capital 

Management efficiency may deteriorate 

through complacency. 

Speculation may be encouraged. 

Unjustifiable expansion may be stimul- 

ated. 

Dividend policy may be too liberal. 

Total investment may be working in- 

efficiently. 

Various measuring devices such as 
those illustrated can only serve as in- 
dicators of trend and position. They 
cannot do the job of managing working 
capital; only management can do that. 
But management’s task is made easier 
and the assessments more objective if 
these devices are given intelligent ap- 
praisal and then put to work in the 
context in which they are appropriate. 





Current Trends in Auditing and 


Business Investigation’ 


UDITING as a profession has been 

established many centuries and has 
developed progressively with the require- 
ments of the growth of industry and 
commerce. Over the last half century 
in Australia, although the underlying 
principles have remained, the general 
concept of auditing has necessarily been 
brought into line with changing times 
and techniques. 


The auditor must not only be skilled 
in his profession, but must be a person 
of high integrity in whom his clients can 
place their trust with confidence. Every 





*A lecture recently delivered to members 
of the Tasmanian Division of the Australian 
Society of Accountants. 
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business undertaking, including the small 
individual operator, requires the ser- 
vices of an auditor as such, or in his 
Capacity, as an accountant or taxation 
advisor. In practically all cases where 
there is more than one person interested 
in a financial undertaking an audit is 
desirable so that all parties can be satis- 
fied that they are receiving their just 
share. 


The ramifications of present-day busi- 
ness make it impossible for the auditor 
to check every individual item in his 
client’s books, he therefore becomes de- 
pendent upon (a) the internal auditor, 
(b) testing or sample checking, and (c) 
the distribution of work among the em- 
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ployees of his client, i.e., internal con- 
trol. I propose to deal with these head- 
ings in foregoing order, but do not claim 
that they are in that order of importance. 


Internal Auditing 

For many years it has been the prac- 
tice of the large organisations in Aus- 
tralia to carry out a continuous detailed 
audit of parent and subsidiary companies 
and special departments have been set up 
for this purpose. More and more com- 
panies are adopting this procedure to 
meet the development of bigger groups 
and to assist management. Some Govern- 
ment instrumentalities are also advanc- 
ing in the development of internal audit. 

Of course, the question “Why is it 
necessary to have internal auditors when 
there is an audit being conducted by a 
qualified public accountant?” has been 
asked on numerous occasions. 

Internal auditing is an independent 
appraisal of activity within an organisa- 
tion for the review of accounting, finan- 
cial and other operations as a basis for 
service to management. It is a mana- 
gerial control, which functions by measur- 
ing and evaluating the effectiveness of 
other controls. The answer to the fore- 
going question can be stated in the 
following terms. 

The ultimate objective of the external 
auditor is to gain a certificate in accord- 
ance with the requirements of the various 
Companies Acts to the effect that to the 
best of his knowledge the balance sheet 
presented is a true and fair view of the 
state of a company’s affairs, and there- 
fore the external auditor’s responsibility 
arises from statutory obligations. He is 
responsible to the shareholders, his 
duties in this regard are laid down in 
the various Companies Acts which im- 
pose exacting obligations, and before he 
can be appointed a company auditor he 
must have reached an acceptable stan- 
dard of professional competence and be 
duly licensed. To achieve this objective 
it is necessary that the external auditor 
must be satisfied that the facts as stated 
present an accurate picture of the com- 
pany’s position. 

It would be quite impracticable for 
the external auditor to carry out the 
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detailed requirements of management. 
It could necessitate in the case of larger 
companies a complete audit staff con- 
tinuously present at the office of the 
company whose books were under audit. 
With development of accounting record- 
ing by punched cards or magnetic tape 
he would be faced with, say, a debtors 
ledger contained in the storage drum of 
an electronic computer. His duty in this 
case is to make sure that the system is 
sound, to ascertain that the initial in- 
formation is correctly conveyed to the 
machines, and that their product is in 
accordance with information supplied. 
This could be done by following a series 
of entries through to their conclusion 
and assuming — having regard to the 
original basis on which the programme 
was laid down — that the average pro- 
cedure having been maintained, an 
average result will accrue. It is essential 
that the external and internal auditors 
work in close liaison so that the work of 
one dovetails with that of the other. Any 
possibility of a gap in the continuity of 
the scope of the work to be covered 
must be eliminated. All internal audit 
programmes and reports must be made 
available to the external auditor who 
should be consulted, in view of his pro- 
fessional skill and experience, when the 
internal audit programme is being framed 
or altered. The two forms of audit should 
be complementary. It is not implied here 
that the external auditor should exercise 
control over the internal auditor. 


It is not possible in this paper to give 
details of the scope of the internal audit, 
and in any case this varies with each 
company. 


Testing or Sample Checking 

This phase of auditing, through ex- 
pansion of business, has become of ut- 
most importance in the audit programme. 
Of necessity it must become reliant upon 
the internal control and internal audit 
and, therefore, testing is dependent on 
the efficiency of those two functions. 
The sample transactions to be checked 
must depend upon the auditors’ opinion 
of the efficiency of the former two func- 
tions. 
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The most obvious advantage of sampl- 
ing is that it saves work which means 
a saving in money. 

The fact that fewer entries are being 
examined means that they can _ be 
examined in more detail with greater 
care than time would otherwise permit. 


Another advantage, recognised mainly 
by the client, is the quicker conduct of 
the audit. The audited figures are avail- 
able much sooner than would otherwise 
be the case. 


The greatest disadvantage of sampling 
is that it cannot give the same degree of 
certainty as 100% check. 

Space does not permit a detailed 
explanation of statistical sampling which 
has been described from a statistician’s 
point of view as follows: “the ideal way 
of drawing a sample would be to allot a 
number to every item, and then conduct 
a lottery to decide which items are to be 
included in the sample. To save the 
trouble of conducting a lottery every 
time a sample is to be drawn, it could be 
convenient to use the result slips of a 
public lottery or the table of random 
numbers from a _ book of statistical 
tables.” 


The procedure outlined would be most 
cumbersome. The choice of every tenth, 
or perhaps every fifth item would elimi- 
nate an element of randomness which 
other methods may involve. 


All cases should be treated on their 
merits and be within the scope of risk 
cr error which the auditor must consider 
to be reasonable within his experience. 

It is essential that if the sampling 
check proves that the errors located are 
numerous, the auditor should firstly re- 
port the position to his client and, if 
necessary, recommend investigation into 
the conduct of the accounting system, 
and in general, the method of recording 
the activities of the business. 

In the April 1958 issue of The Aus- 
tralian Accountant appeared an article 
entitled “Statistical Sampling” by Mr. R. 
S. Buzolich, A.A.S.A., A.C.LS., in which 
the following appears: “Although the 
Statistical sampling techniques of in- 
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dustrial quality control have been applied 
successfully to control the accuracy of 
clerical work, there are real difficulties 
in applying these techniques to periodic 
audits where there is a wide field to be 
covered by a small number of auditors 
(internal or external).” Members have 
had an opportunity to read this article, 
and it is not proposed to enlarge on it, 
but it is felt that a discussion group 
could find sufficient meat to promote 
considerable discussion. 


The question then arises in regard to 
sampling: How much is enough? 


There cannot be any express answer 
to this question. The main determinant 
depends upon the accuracy of samples 
selected in the past and during current 
checking period, and this resolves itself 
into the question of how satisfactory the 
system of internal control is being con- 
ducted. 


The importance to the profession of 
this field of auditing is stressed by Mr. 
S. R. Brown who had this to say in the 
publication Australian Accountancy 
Progress, 1954:—“These methods are, 
to my mind, of first-class importance and 
are, at the same time, unjustly dismissed 
as theoretical. The formula can be tested 
in the field with little additional effort if 
a number of practitioners together agreed 
to make the tests.” Here I cannot dis- 
agree with Mr. Brown, but it must be 
borne in mind that a considerable amount 
of testing or sampling must be carried 
out before it can safely be assumed that 
similar items (untested) are substantially 
correct; it therefore behoves the auditor 
to steer a middle course between too 
little and too great a check, the result 
of each individual check being the guide 
to the future. 

It must be agreed that the element of 
surprise is of paramount importance in 
any audit, particularly where cash or 
stock is involved. 

The distribution of work among the 
employees engaged in a particular office 
is possibly as important as either of the 
two preceding aspects of auditing. Split- 
ting cf employees’ duties usually means 
that there must be collusion for defalca- 
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tion or embezzlement to take place. The 
average citizen is inherently honest, but 
experience has taught that one should 
always take the precaution of cutting 
the cards! 

The three objectives of internal con- 
trol which has a broader application than 
internal check are:— 

To eliminate collusion between two 
or more of a staff. 

To endeavour to remove errors made 
in one section or department by another 
independent section checking the work. 

In small offices, to permit one officer 
to check the work of another employee. 

Except for the fact that internal audit 
is carried out by a separate sectional! 
staff the foregoing is analogous to inter- 
nal audit and, even where there is a 
separate staff, must be complimentary to 
it. 

The external auditor should be ap- 
praised fully of the staff position. For 
this purpose he should be provided with 
a list of the names of the personnel and 
the respective duties of each person. 

He should not only audit the books 


of the particular firm or company but 
also should observe the manner in which 
the staff operates. Any points in ques- 


tion should be discussed with the 


management. 
Business Investigation 


On the subject of business inves - 
tion, Mr. R. A. Irish has said: “Alnos 
all analytical accountacy work, outsic. 
normal auditing, can constitute an in- 
vestigation. It is probably the most 
interesting and certainly the most skilled 
section of professional practice. While 
auditing procedures may be adopted for 
a great deal of the work, an investigator 
must approach his task in a critical and 
perhaps suspicious state of mind. He 
may be deeply concerned about what 
should have been done rather than con- 
firmation of what has been done. Fur- 
thermore, he may be intensely interested 
in questions of policy, a problem which 
is legally outside the scope of an audi- 
tor’s responsibility.” 

He follows on by giving the following 
purposes of investigations although he 
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says: “There is no statutory statement 
of an investigator’s duties and responsi- 
bilities.” 

“1. Into the affairs of companies:— 
Where an existing business is being 
incorporated and shares in the new 
company are to be offered to out- 
side investors. 

Where an existing company pro- 
poses to make an additional issue 
of shares to the public. 

Where a company is to be absorbed 
or amalgamated with another com- 
pany. 

Where an entirely new venture is 
being incorporated. 

Where a company is to be recon- 
structed. 

As an inspector appointed under 
the Companies Act. 

Into the affairs of partnerships:— 
On introduction of a new partner. 
On death or retirement of a partner. 
In the event of disputes between 
partners. 

For the vendor or purchaser of a 
business. 

For creditors, bankers, etc. 

In cases of suspected fraud. 

6. As to compliance with agree- 
ments : — 

For supply of goods according to a 
cost formula. 
For payments of royalities. 

Into the accounting and _ internal 
control systems of an enterprise. 

8. For purposes of litigation or arbi- 
tration proceedings.” 

The points of view of the parties con- 
cerned vary considerably with the reason 
for the investigation, for instance a com- 
pany buying shares in another company 
will have an entirely different view of 
the value from that of the selling com- 
pany, this also applies to admission of 
retirement of a partner and the valuation 
of shares for probate as against sale of 
the same shares. 

As most negotiations are finalised by 
discussion, it behoves the investigator to 
be quite sure of his ground both in re- 
porting to his client and also for the 
purpose of those discussions. 
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The 


Factoring Accounts Receivable 


By W. J. SHEEHAN, B.EC.(SYD.), A.A.S.A. 
Lecturer in Accounting in the University of New South Wales 


N the December 1958 issue of The 

Australian Accountant, L. M. Trimby 
discussed various aspects of American 
factoring, the article being written largely 
from the viewpoint of an exporter from 
Britain to the United States. Some more 
general information in regard to factor- 
ing may be of interest. 


What is Factoring? 

Mr. Trimby has defined factoring as 
“the practice whereby a principal buys 
under certain specified conditions the 
debtor accounts of the seller, the former 
assuming the credit risk for a considera- 
tion, the latter enjoying the liquidation— 
generally within twenty-eight days—of 
his debtor accounts as accepted by the 
buyer.”**!? 

As will be shown later, modern fac- 


toring has rather wider functions than 
the assumption of the credit risk and 


the cashing of receivables. It includes 
also the accounting for, and collection 
of, receivables, credit management and 
the provision of general business advice. 


Origin of Factoring(*) 

Historically, the factor seems to have 
been mainly a selling agent. He was 
usually located near a market operating 
at a place distant from his principal’s 
centre of activity. A general factor 
would receive goods on consignment, 
store and, perhaps, repack them and 
sell them for a commission. Sometimes, 
he also bought goods for his principal, 
thus acting as both export and import 
agent. 





(1) L. M. Trimby, “American Factoring”, 
The Australian Accountant, Dec., 1958, 
p. 658. 

(2) See R. A. Foulke, The Story of the 
Factor, Dun & Bradstreet, New York, 
1953, Passim; also C. W. Phelps, The 
Role of Factoring in Modern Business 
Finance, Commercial Credit Company, 
Baltimore, 1956, pp. 64-66. 
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The major development of the finan- 
cial function of factoring in America 
occurred in the textile industry. During 
the early part of the nineteenth century, 
the population of the United States ex- 
panded rapidly. The demand for tex- 
tiles of all kinds far exceeded the capa- 
city of domestic producers. British and 
European mills were anxious to export 
their increasing output to this new market 
(the textile industry was the first great 
industry to become mechanised in the 
industrial revolution). 


As a result, factors—still acting pri- 
marily as selling agents—came to be of 
special importance in the American tex- 
tile industry. Because of the distance 
from Europe, these factors soon began 
to be more than mere commission agents. 
They collected debtors’ accounts for 
their clients; guaranteed them against 
losses through bad debts; and advanced 
funds against both goods held on con- 
signment and uncollected accounts re- 
ceivable. 


Towards the end of the nineteenth 
century, and as American domestic tex- 
tile production increased, the factors’ 
selling and distributive functions de- 
clined in importance. The financial 
function, however, remained and ex- 
tended to the local textile industry as 
a significant part of the American credit 
system. Although the textile industry 
remains as the principal field in which 
factoring operates, the practice has been 
extended, at the manufacturing and 
wholesale levels, to such industries as 
chemicals, cosmetics, electrical ap- 
pliances, hardware, leather goods, paint, 
Paper, sporting goods and toys.“ 





(3) For a fuller list, see Phelps, op. cit. 
p. 13n., and pp. 67-68. 
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Operation of Factoring 


Modern factoring operates under a 
continuing, written contract between the 
factor—now a financial institution rather 
than an agent—and the client. The fac- 
tor agrees to purchase the client’s ac- 
counts receivable as they arise without 
recourse to the client; that is, any bad 
debts are borne by the factor. In addi- 
tion, the factor undertakes to collect 
the amounts due from the client’s cus- 
tomers. The original invoices to the 
customers bear a notification of the 
assignment of the debt to the factor. 
Copies of invoices, supported by the 
relevant delivery documents, form the 
basis of settlement between factor and 
client and between factor and client’s cus- 
tomers. 


Settlement between factor and client 
takes place on the average due date of 
all receivables taken over by the factor 
during a given month.” At this date, 
the factor will pay the client the net face 
value of the receivables assigned—that 
is, the gross invoice values less discounts, 
returns and allowances. For this service, 
the assumption by the factor of the credit 
and collection function, a commission 
is charged, usually between two and three 
per cent. of the net face value of the 
receivables taken over. 


If the client desires to cash his re- 
ceivables before the average due date, 
he may do so. He can usually get from 
seventy-five to ninety per cent. of the 
net face value at any time. For this 
service, the factor charges interest or 
discount at the rate of six per cent. per 
annum from the date of payment to the 
average due date. Most clients of 
American factors appear to discount 
their accounts receivable in this way. 





(4) The due date of an invoice is the earliest 
date on which it is payable according to 
the seller's terms plus ten days for col- 
lection delays. Thus, the due date of an 
invoice dated Ist of the month and 
subject to 3% discount, seven days or 
2%% discount, 30 days would be the 
18th. The average due date of a group 
of invoices is the due dates weighted by 
the amounts. 


Advantages of Factoring 


The main advantage of factoring to 
the client is the increased rate of tur- 
over of working capital which should be 
possible. The working capital cycle of 
a manufacturer consists of the acquisi- 
tion and processing of raw materials and 
the sale of finished products. 


“How many times a dollar of working 
capital can do its job during the year, 
each time bringing in its profit, depends 
on how long it remains tied up, first 
in inventories of raw materials, goods 
in process and finished goods—and 
later on in accounts receivable.” 


Factoring means that the funds in- 
vested in accounts receivable need not 
take forty-five days, sixty days or more 
to turn over and become available for 
use again by the client. Increasing the 
rate of turnover of working capital should 
mean an increase in the profitability of 
the capital invested in the business be- 
cause either an increased sales volume 
with a given working capital fund or 
the same sales volume with a smaller 


working capital fund should result. 


The effect on other suppliers of short- 
term credit is also of importance. Be- 
cause of improved liquidity, less reliance 
may need to be placed on bank accom- 
modation. Alternatively, as this im- 
proved liquidity is reflected in financial 
statements, such accommodation should 
be more easily obtained. The availa- 
bility of trade credit, too, may increase. 
Discounts for prompt payment can be 
taken and the firm’s reputation for 
credit-worthiness improved. 


There are three other advantages to 

be noted: 

(1) Losses through bad debts are 
eliminated. In return, the fac- 
tor will supervise the client's 
credit management policy, for 
their mutual protection. 


The cost of keeping detailed 
debtors’ accounts is eliminated. 
All debtors ledger work is cat- 





(5) See Phelps, Reference (2) op. cit., p. 41 
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ried out by the factor who may 
also, in some circumstances and 
for a special fee, do the invoic- 


ing. 


The cost savings under (1) and (2) 
are, of course, to be balanced by the 
factor’s commission charge. 


(3) The factor provides certain ad- 
visory services. These include 
market planning and develop- 
ment, financial management and 
the organisation of manufactur- 
ing operations. These services 
are usually, though not always, 
free to the client. 


Disadvantages of Factoring 


The main disadvantage of factoring 
is the possible effect on the trade and 
financial reputation of the firm using 
the factor’s services. When a customer 
receives an invoice bearing a_ notifica- 
tion that the amount due is to be paid 
to a financial institution, there may be 
an unfavourable reaction. Relations 
with customers, creditors, bankers and 
other lenders may be adversely affected. 
This is due largely to ignorance of the 
meaning of factoring. The use of the 
services Of a factor is not necessarily 
an indication of financial weakness; on 
the contrary, it may well be an indica- 
tion of some strength, as factors do not 
usually take unsound businesses as 
clients. It is significant that, in the tex- 
tile industry, where factoring has been 
an accepted practice for nearly a cen- 
tury, no obloquy is apparently attached 
to a firm which factors its receivables. 


An additional disadvantage is the cost 
of factoring. It is undoubtedly more 
expensive to obtain a given volume of 
finance from the sale of accounts re- 
ceivable than it is to obtain the same 
volume of finance as equity capital or 
long-term debt capital. It is probably 
more expensive to factor receivables than 
to raise a bank overdraft. However, 
factoring has compensations of flexibility 
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and convenience which cannot be ig- 
nored. 


A final disadvantage suggested is that 
business relations between the factoring 
firm and its customers might deteriorate. 
Credit granting and management, ac- 
counts receivable bookkeeping and col- 
lection of customers’ accounts pass from 
the factoring firm to the factor. It 
seems likely that the personal touch is 
thereby lessened, though the purchasing, 
production and selling contacts remain. 


Unsuitability of Factoring for Some 

Firms (°) 

Factoring, although of obvious applic- 
ability to many firms, is not worthwhile 
to some and not available to others. 
Since accounts receivable arise from 
credit sales, factoring is inapplicable to 
firms who sell for cash. For those who 


sell on short terms (e.g., cash in seven 
or ten days) and are able to enforce 
those terms, the cost of factoring is 
too high for the benefits to be derived. 
The same applies to firms whose sales 


are mainly to a few organisations of 
high credit standing; or whose output 
is sold under firm contracts with no 
credit risk. 


The size of the firm is also important. 
Generally, as Mr. Trimby points out, 
factors are not interested in firms whose 
sales volume is less than $250,000 per 
annum, though there are factoring com- 
panies who specialise in “smaller” firms. 
Most factors do not buy retailers’ ac- 
counts receivable nor instalment sales 
accounts though there have been some 
developments in these fields recently. 
Finally, factoring is not available to 
firms whose financial condition and 
management are unsound. Factoring is 
not primarily a salvage operation. Al- 
though the factor’s services may be called 
in initially when the business situation 
is difficult, the factor is interested in a 
continuing relationship which is un- 
likely to develop from a basically defec- 
tive organisation. 





(6) Op. cit., pp. 17-18. 





Other Methods of Accounts Receivable 

Financing 

The method of factoring described 
above is known as “old-line” factoring.“ 
It is the traditional form of factoring, 
but it is not the only method of securing 
short-term business finance from ac- 
counts receivable. There are three other 
methods worthy of note: 


(1) Accounts receivable may be 
pledged or conditionally assigned 
as security for a bank lean or 
overdraft. The bank does not, 
however, assume any responsi- 
bility for accounts receivable 
bookkeeping or for the collection 
of amounts due. The client 
manages his own credit policy 
and bears all losses through bad 
debts. He is, moreover, liable 
to the bank for the amount of 
the loan or overdraft. 


Accounts receivable may be dis- 
counted with a bank or a finan- 
cial institution. Here, too, the 
client manages his own credit 


policy, bears bad debt losses, 
carries out his own receivables 
bookkeeping and makes his own 
collections from his customers. 


There are important differences be- 
tween factoring and these two forms ef 
accounts receivable financing. Both (1) 
and (2) above are loans on the security 
of an asset with a liability incurred by 
the borrower for the amount of the loan. 
Factoring is the raising of funds from 
the sale of an asset with no liability in- 
curred by the seller for the proceeds of 
the sale. There are also differences in 
the associated services rendered by the 
financial institution as well as in the 
obligations undertaken by both parties. 


(3) A development in recent years 
has been the so-called “non-noti- 
fication” factoring. One of the 
disadvantages of “old-line” fac- 
toring, previously observed, is 
the effect on the client’s reputa- 





(7) Op. cit., p. 13. 
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tion due to the notification on 
each invoice of the assignment 
of the debt to a financier. “Non- 
notification” factoring is, as its 
name indicates, designed to over- 
come this disadvantage. Invoices 
do not bear any notification of 
assignment and no request is 
made for payment direct to the 
factor. Payment is, in fact, made 
by the customer to the principal 
debtor (the client). He, in turn, 
is required by the terms of the 
factoring contract to hold the 
amount in trust for payment to 
the factor or to hand over to the 
latter the actual cheques, bank 
drafts and so on received from 
his customers. 


Factoring in Australia 


Factoring, as I have outlined its 
operation above, is not used in Aus- 
tralia as a method of financing business 
activity. Indeed, accounts receivable 
financing is available in this country in 
only limited and indirect ways. 


Bankers do, of course, consider the 
accounts receivable content of working 
capital when extending or varying over- 
draft accommodation to their clients, but 
no assignment or pledging takes place. 
There may, too, be an assignment of 
book debts by an ailing business but 
this is a “last ditch” measure and is 
avoided, if possible. The sale of ac- 
counts receivable arising from _hire- 
purchase and other _ instalment-sales 
transactions is a widespread practice; 
but this form of financing is in a different 
category to those discussed earlier in 
this paper. 


Developments in this field in Australia 
during the next decade or so may be 
interesting. Accounts receivable financ- 
ing is essentially a “merchant” banking 
operation and the appearance of mer- 
chant banks on the Australian financial 
scene could well mean that some form 
of accounts receivable financing—though, 
perhaps, not factoring—will become 
available to Australian businesses. 
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U.K. Budget Aims to Improve 
Competitiveness of British Economy 


“[C* VERY budget should have a 

- main aim or theme running 
through it, related to the current 
needs of the economy. I have no 
doubt whatever what the first re- 
quirement is today. It is an im- 
provement in the competitiveness 
of our economy. All our hopes for 
the future depend on this.” 


With these observations the British 
Chancellor of the Exchequer, Mr. Heath- 
coat Amory, introduced his 1959-60 
budget to the House of Commons on 8 
April. Faced with a situation in which 
the under-employment of resources is of 
considerable significance, the Chancellor 
is seeking to encourage expansion by 
taxation reductions, both in the income 
tax and purchase tax fields, and by re- 
storing investment allowances to in- 
dustry. Thus he hopes to continue the 
trend of rising consumption expenditure 
which was already evident as a result of 
easier monetary conditions, introduced in 
the last quarter of 1958. In turn this 
should encourage industry to invest in 
new plant, and the investment allow- 
ances will increase the incentive pro- 
vided by the taxation reductions. 


The Chancellor was anxious, of course, 
to dispel any suggestion that he intended 
to stimulate demand to such an extent 
that resources would again be overtaxed, 
0 that demand inflation might scon be 
in evidence again. The index of retail 
prices was fairly steady during the year, 
although wage rates rose by just over 312 
per cent. The Economic Survey, 1959 
(H.M.S.O., Cmnd. 708) notes that final 
prices did not on average rise much be- 
cause of the fall in import prices during 
1957 which was still working its way 
through the economy. 
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The rise in wage rates was much 
smaller than in the preceding two years: 
5% per cent. in 1957 and nearly 8 per 
cent. in 1956. Mr. Amory pointed out, 
however, that the relative stability 
achieved in prices last year may well 
depend on the result of wage negotia- 
tions this year; he called for restraint in 
these negotiations “for only by stabilis- 
ing or reducing our costs can we secure 
the additional exports that we must have 
if expansion is not to be checked by tco 
heavy calls on our balance of payments”. 


Balance of Payments Problem 

This problem of maintaining a satis- 
factory balance of payments remains a 
paramount consideration for Great 
Britain, depending, as she does, on im- 
ports to such a large extent. Increased 
production will inevitably lead to in- 
creased imports, and although the lower 
world prices for raw materials resulted 
in a favourable balance last year, it is 
of vital importance for her to increase 
her exports to at least the same extent 
as any rise in imports. 

Mr. Amory noted that the tendency 
for imports to increase is likely to pre- 
cede a recovery in exports. He sup- 
posed that it was to some extent a pre- 
condition of world trade recovery that 
Britain and other industrial countries 
should buy more from primary pro- 
ducers. 

“If we are to expand our internal 
economy, and at the same time continue 
to play a leading part in the develop- 
ment of the Commonwealth, we must 
have — year in, year out—a _ strong 
balance of payments. To seek that by 
restricting imports would be the easy but 
the wrong way. The right way is 
through an expansion of trade,” the 
Chancellor said. 





The aim of his Budget was to help in 
keeping the cost of living steady and in 
lowering unit costs of production by en- 
couraging a steady, but not excessive, 
expansion in production and a continu- 
ing high rate of industrial investment. 
These are the essentials of future pros- 


perity. 
Total Spending Lower 


The Economic Survey disclosed that, 
total expenditure in 1958 was lower 
than that in 1957 by £130 millions. 
This was not due to any reduction in 
consumer expenditure, which rose by 
£290 millions, but to falls in investment 
in stocks (£275m.), exports (£100m.) 
and public expenditure (£45m.). Of the 
fall of £130m. in purchases, £120m. was 
of domestic origin and £10m. from im- 
ported goods and services. 


Total personal income in 1958 
(amounting to £18,963 millions) was 
5% per cent. higher than in 1957, but 
rises in tax payments and National In- 
surance contributions, savings (£1,471 
millions, or 9 per cent. of all personal 
income), and a 2% per cent. rise in 
prices reduced the increase in disposable 
income to 2% per cent. 


During the first nine months of the 
year consumers’ expenditure was virtually 
stable, but in the last quarter there was 
a sharp rise in purchases of cars and 
other durable consumer goods. This 
resulted from wage rises in the late 
summer and the large increase in hire 
purchase transactions and other forms 
of borrowing which followed the re- 
moval of restrictions on credit in the 
second half of the year. There was also 
a substantial increase in bank lending 
to finance consumer expenditure; seve- 
ral of the major banks departed from 
tradition in acquiring large shareholdings 
in hire purchase organisations and 
others began large-scale personal loan 
schemes. 


Rise in Expenditure on Cars 


Expenditure on new and second-hand 
cars in 1958 was 35 per cent. higher 
than in 1957. This big increase partly 
reflected the depressed demand early in 
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1957, when petrol was rationed because 
of the closing of the Suez Canal. 


The pattern of consumer expenditure 
showed these changes: Durable con- 
sumer goods (other than cars), 7%; 
housing, fuel and light, 4%; food, 2%; 
tobacco, 2%. Alcoholic beverages were 
unchanged (at £897 million), while 
clothing and footwear fell 1%. 


Central Government expenditure fell 
3% per cent. at a result of the reduction 
of the armed forces from 761,000 in 
June 1956 to 590,000 in December 
1958, and from lower expenditure on 
engineering output. The current spend- 
ing of local authorities was 4 per cent. 
higher, brought about by an increase in 
the number of teachers in secondary 
schools, and increased provision for 
technical and other educational facilities. 


Manufacturing Investment Falls 


Fixed investment for 1958 totalled 
about the same as for 1957, but its make- 
up changed. Manufacturing investment 
fell some £18 million, and public hous- 
ing declined by £45 million. Rises in 
private housing (£14 million) and other 
private investment (£50 million), com- 
pensated the decline. 


The expenditure by public authorities 
together with estimates for the year end- 
ing 31 March, 1960, are as follows: 

(£ million) 
1958-59 1959-60 

(Esti- 
mated) 

National Coal Board 

Electricity : 

Atomic Energy 

Gas 

Railways 

Other Transpor 

Roads 

Air Corporations 

Post Office 

Housing 

Water Supply 

Sewerage . 

Education ... 

University Grants 

Hospitals 

Miscellaneous 


Total 


Analysed by type of asset, the pro 
jected expenditure comprises: Vehicles, ductio 
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ships and aircraft £162m., plant and 
machinery £567m., dwellings £278m., 
other building and works £600m. 


The government intends to maintain 
the procedure whereby finance for this 
programme is made available from the 
Treasury. Prior to 1956, finance for 
the programmes of the public corpora- 
tions was Often raised on the money 
market, but since that date the govern- 
ment has made it available, and it ap- 
pears “below the line” in its accounts. 
The Chancellor said that the considera- 
tions of credit and market management 
were as strong as when the procedure 
was introduced, and he had decided to 
retain it. 


Stock—Building Falls 


In 1958 total investment in stocks (at 
constant prices) amounted to £65 mil- 
lion, £295 million lower than in 1957. 
Manufacturers’ stocks fell by £25 million 
compared with a rise of £195 the pre- 
vious year. Stocks held as materials and 
fuel fell by £145 million, and there was 
a fall of £50 million in work in pro- 
gress. Stocks of finished goods increased 


by £30 million, some of the earlier in- 
creases being perhaps involuntary. 


Although total exports fell about two 
per cent., the value of exports of air- 
craft and their engines rose by one-third, 
and exports of passenger cars rose by 
nearly one-fifth. Exports of ships fell 


by one-fifth to £63 million. Coal ex- 
ports almost halved, while exports of 
refined petroleum rose by 13 per cent. 
Textile exports decreased by 15 per 
cent., and iron and steel exports declined 
by 12 per cent. 


Against this background of demand, 
it was not surprising to find the overall 
industrial production for 1958 being 
about one per cent. lower than in 1957. 
The index of industrial production 
(1954 — 100) stood at 107 in Decem- 
ber, the same as at the end of 1957. 
Neither was it surprising to find that 
the motor vehicle industry showing the 
largest increase in production, an in- 
crease of 11 per cent. in its output, was 
one of the factors which maintained pro- 
duction during the year. 
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The output of the textile, leather and 
clothing industries was 8 per cent. down, 
textiles alone recording a 10 per cent. 
drop. 


Contraction of Aircraft Industry 


The. increase in aircraft exports, how- 
ever, could not prevent the output of 
the industry declining slightly because of 
reduced defence orders at home. The 
total orders held at the end of 1958 
were little different from a year earlier, 
but a substantial proportion of these 
orders was for aircraft scheduled for 
delivery a considerable time ahead, and 
there is likely to be a further contraction 
in the size of the industry. 


Shipbuilding registered a fall in the 
tonnage of merchant ships completed 
for overseas owners, but an increase in 
those for U.K. owners. Orders repre- 
sented an average of three years’ work 
for the industry as a whole. 


Steel Output Falls 


The output of steel was 10 per cent. 
lower than in 1957. About one-quarter 
of the decrease was the result of the 
reduction in direct exports; the rest was 
partly the result of the decreased use of 
steel in coalmining, wagon-building, ship- 
building and construction, and partly the 
result of de-stocking; consumers of steel 
began to draw on their stocks at a 
moderate rate in the second quarter of 
1958 and to a much greater extent in the 
third and fourth quarters. 


Consumption of fuel and power 
showed a marked tendency to substitute 
oil for coal. Coal consumption, includ- 
ing exports and bunkers, fell 6 per cent. 
Oil consumption rose 25 per cent., elec- 
tricity 8 per cent. and gas 1 per cent. 


The volume of railway goods traffic in 
1958 was about 12 per cent. lower than 
in 1957. The volume of goods carried 
by road vehicles was higher, the number 
of vehicles increasing by about 4% per 
cent. Bus traffic continued its slow de- 
cline, whilst the number of motor cars 
increased by over 8! per cent. 


339 





Unemployment 532,000 


Apart from seasonal variations, un- 
employment in Great Britain rose 
throughout 1958 and in December 
532,000 were unemployed, or 196,000 
more than at the beginning of the year. 
This was 2.4 per cent. of all employees. 
The figure rose again in January, but 
fell in both February and March this 
year. 


_ The main increases in unemployment 
came from the iron and steel, textiles and 
engineering industries. 


Visible Trade Surplus 


For the first time for many years, the 
United Kingdom had a surplus of visible 
trade with the rest of the world; it was 
not necessary to call on the invisible 
receipts to make the balance favourable. 
Provisional figures show that exports 
were valued at £3,429 million, imports 
at £3,309 million. 


To this visible balance of £120 mil- 
lion, invisibles added some £551 million, 
whilst government outgoings were £216 


millions, leaving a current balance of 
£455 millions. This big improvement 
arose mainly through the fall in world 
commodity prices, and therefore in im- 
port prices. Between April 1957 and 
March 1958 the index of import prices 
fell by 12 per cent. and although it then 
ceased to fall, the cost of imports con- 
tinued to be much less the average cost 
in 1957. On average, import prices were 
8 per cent. lower in 1958 than in 1957. 
Export prices fell only about one per 
cent., so that the terms of trade moved 7 
per cent. in favour of the United King- 
dom. 


Exports to the United States were 15 
per cent. higher, but those to western 
Europe fell 7 per cent. Those to the 
rest of the sterling area fell by 3 per 
cent. 


The current surplus of £455 millions 
was the highest achieved since the war. 
The long-term capital outflow from the 
U.K. amounted to £236, and there was 
an appreciable rise in reserves of gold 
and convertible currencies. 
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Government to Borrow £721m. 


The Chancellor’s estimate of gover. 
ment revenue and expenditure for the 
year ending 31 March, 1960, show that 
he expects to borrow £721 millions to 
balance his accounts. This compares 
with borrowing of £182 million last year. 
bringing the National Debt to a total of 
£27,375 millions. 


He pointed out to the House that the 
increase does not represent an additional 
burden on the taxpayer since it was much 
less than the total of advances for pro- 
ductive investment by the nationalised 
industries and other borrowers (who pay 
interest to the Exchequer). As thei 
projected borrowing this year is in the 
region of £1,600 millions, the same tre- 
marks apply. 

The estimates of revenue are as fol- 
lows: 

£ million 
Income Taxes 2,593 
Death Duties 
Stamp Duties 
Customs Duties 
Excise Duties 
Metor Vehicle Duties 
Broadcasting Licences 
Miscellaneous 


Total 


The expenditure is expected to be: 


Defence 

Civil Departments 

Post Office (net) 
National Debt Interest 
Northern Ireland 
Miscellaneous 


£5,223 


These transactions should result in : 
surplus of £102 millions, which can be 
devoted to “below-the-line” financing 0! 
public investment and other capital re- 
quirements. These are expected to come 
to a net total of £823 million (after al- 
lowing for repayment of loans), hence 
the £721 million required by loans. _ 

In addition to the figure of £600 mil- 
lion shown for management and interest 
on the National Debt, a further £240 
millions for interest on parts of the debi 
will be met from receipts under various 
Acts authorising such application. 
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The Victorian Companies Act 1958 
and the Stock Exchange 


A lecture delivered by Mr. E. L. GRIMWOOD, B.cOM., A.A.S.A., editor, 
“The Stock Exchange Official Record” on 30 April, 1959. It is one of a 
series of three arranged by the Victorian Division of the Society to acquaint 
members with the provisions of the Victorian Companies Act, 1958. 


THE SPECIAL POSITION OF COMPANIES LISTED ON THE STOCK 
EXCHANGE 


N its investigations into the Companies 

Act, the Australian Society of Ac- 
countants recommended that the law 
should recognise three classes of com- 
pany—proprietary, public and listed— 
each to provide information appropriate 
to the extent of the public interest. This 
broad classification was not adopted by 
Parliament, for reasons that I hope to 
make clear. 


The Act refers to the Stock Exchange 
in several places, and the effect has been 
to enhance its legal standing without 
hampering its activities. 

The position of the Stock Exchange in 
Victoria is similar to the English pat- 
tern. In the Report of the Cohen Com- 
mittee on Company Law Reform in 
1945, it was stated that the Require- 
ments of the Stock Exchange Committee 
as to prospectuses and advertisements 
go beyond the requirements of the Act. 
The powerful sanction behind these re- 
quirements is that the committee can 
refuse permission to deal until they are 


satisfied. The flexibility of these re- 
quirements allows the rules to be more 
stringent and to afford the investor 
greater security than could be achieved 
by Statute except at the cost of ham- 
pering legitimate business. 


Similar ideas as to the status of the 
Stock Exchange were expressed by a 
Royal Commission in England as early 
as 1878, and we find the same prin- 
ciples accepted in the recent Reports of 
the Statute Law Revision Committee in 
Victoria. Two recent investigations have 
referred to the Freighters Case and ad- 
vertising for deposits and notes. It was 
found that commercial practice had de- 
veloped rapidly in the twenty years since 
1938 and that the Stock Exchange had 
formulated effective Requirements, to 
which Parliament later gave legislative 
sanction. A further example is the 
“take-over” procedure recommended by 
the Stock Exchange in 1956. This 
achieved the desired result and no legis- 
lation was necessary. 


1. PROVISIONS IN THE NEW ACT RELATING TO THE STOCK 
EXCHANGE 


(a) Restriction on Commencement of Business 


Section 33 (1) provides that, where a 
company has issued a prospectus, the com- 
pany shall not commence business or exercise 
any borrowing powers if there are any monies 
liable to be repaid to applicants due to a 
failure to obtain Stock Exchange listing. 
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Official Listing of New Securities Covered by 
Prospectus 
Section 40 adopts the 1955 amendment re- 
lating to statements in a prospectus that the 
company will apply for official listing. The 
allotment is void if either (i) application is 
not made to the Stock Exchange within three 
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days of the prospectus date or (ii) permission 
is not granted within six weeks, subject to 
a possible extension to twelve weeks. The 
company must repay application monies with- 
out interest within eight days after which 
interest accrues. There is a new provision 
whereby the Governor-in-Council may exempt 
a company which has failed to apply or if 
the Stock Exchange refuses to list. 


It should be noted that there are two 
stages to the listing operation—the first being 
the statement in the prospectus that applica- 
tion will be made. The Exchange requires 
that the draft prospectus be submitted for 
approval so that it can be checked for com- 
pliance with official list requirements—other- 
wise a defect may be discovered at a later 
stage causing embarrassment to the company 
and the subscribers. At this stage the Ex- 
change agrees to admit the securities to the 
Official List. In order to prevent any mis- 
understanding by the public, it must be stated 
that the agreement to list is not an indication 
of the merits of the company or of the 
security. 


The second stage is the later granting of 
quotation, which is subject to the issue of 
scrip certificates. Distribution must be ade- 
quate to protect the public against a narrow 
market which could easily become inactive. 


All application monies must be held in a 
separate bank account as long as there is 
a liability to refund. 


(b) Advertising for Deposits 


Section 36 follows the investigation of the 
Statute Law Revision Committee into deposits. 
This form of finance has grown in popularity 
and certain companies and organisations have 
sought to raise large sums with very little 
permanent equity capital. It was recom- 
mended to that committee that rules be 
adopted as to net tangible asset backing and 
other safeguards. 


The Act has resolved the difficulties by 
requiring a debenture to be issued for all 
such issues, the only exception being for 
bank deposits. It follows that a prospectus 
must be circulated. Although the procedure 
will be rather complex for the company, all 
relative facts should now be disclosed. 


As deposits are, not listed, the Stock Ex- 
change has not made rules covering them. 
It is left to the judgment of a broker not 
to recommend an unsound proposition to 
his clients even though the interest rate may 
be attractive. 


(c) Prospectuses—General Provisions 


Division 2 of Part II] draws together a 
number of scattered provisions arising from 
various alterations to the law. The latest 
date for allotment is six months after the 
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date of issue of the prospectus. Several of 
the finance companies issue a fresh prospectus 
each half year, and are thereby able to 
accept money at any time. 


Reports by experts must be dated and state 
whether they are made specially for the 
purpose of the prospectus. Trustees, auditors, 
brokers, bankers and other specified persons 
must give written consent to act. 


Matters to be included in the prospectus 
are specified in the Fifth Schedule, including 
particulars of directors, the minimum subscrip- 
tion acceptable, with details of how the money 
is to be spent. The aim here is to disclose 
any large payments for intangibles or a 
shortage of working capital. 


The period covered by the investigating 
accountant’s report was extended in 1955 from 
three to five years, agreeing with Stock Ex- 
change requirements. 


Section 303 relates to foreign prospectuses. 
The aim is to accept compliance with foreign 
law as compliance with Victorian law. The 
Attorney-General hopes that reciprocal ar- 
rangements will be made with other states. 
Previously, the preparation of a prospectus 
to comply with the law of several states was 
a complex operation. 


Advertisements 


The 1938 Act provided for abridged ad- 
vertisements in a newspaper subject to in- 
clusion of the names and particulars of the 
directors, and details of the minimum sub- 
scription. The only other requirements were 
a statement that the Act had not been fully 
complied with and that application must be 
made on the form attached to the actual 
prospectus—other information could be and 
in fact was often included. 


In recent years, with the growth of fixed 
interest securities not specifically covered by 
prospectus provisions, the custom arose of 
publishing a brief advertisement drawing at- 
tention to the issue and stating that it was 
not a prospectus. Various newspapers realised 
that this abbreviated form permitted doubtful 
companies to advertise without full disclosure 
so they then required a statement of the 
net tangible asset backing calculated by an 
auditor. 

The new Act provides that full prospectus 
information be given in any advertisement, 
unless it be restricted to five things— 


The number and description of the pro- 
posed securities, 

The name and registration date of the 
company, 

The nature of its business, 


The names of the directors and brokers, 
and lastly, 


Where the prospectus may be obtained. 
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It is no longer permissible to state that 
the advertisement is not a prospectus. Ap- 
plications for shares can only be made on 
the printed form attached to the prospectus. 


It follows that it is forbidden to publish 
the net tangible asset backing in any adver- 
tisement. Remember, however, that the Stock 
Exchanges require this information in the 
full prospectus. 

In future, the full prospectus will be shorter 
due to the omission of the Memorandum of 
Association. 


(d) Certification of Transfers 


Section 70 is new. It recognises the com- 
mercial practice of the marked transfer, which 
is perhaps not widely known. 


Frequently a large parcel of shares is sold 
to a number of buyers. It is usual for the 
broker to lodge with the company the scrip 
certificate and a series of transfers in the 
denominations desired by the buyer. The 
form of marking on the transfer prescribed 
by the Stock Exchange is:— 

“Certificate No. is held in the com- 

pany’s office against Transfer No. 

for shares on the register. 
This transfer must be completed and re- 
turned within 42 days.” 


Ordinary markings are made quite promptly 
—same-day service is usual, with over-the- 
counter service quite common. 


As the various transfers circulate around 
the market and are presented to the company 
for registration, they are crossed off in the 
Register of Marked Transfers and new scrip 
is issued. Where there is undue delay in 
presenting a transfer, the company may issue 
a balance certificate to the seller. 


Although the new Act will not change the 
accepted procedure for certified transfers, it 
tives statutory protection to the buyer should 
the company wrongly issue a marked transfer. 


A minority of solicitors will not recognise 
a marked transfer and recommend instead 
that the certificate be split into smaller de- 
nominations on the request of the buyer. The 
Stock Exchanges do not object to this prac- 
lice, if the company undertakes to provide 
i prompt splitting service. No doubt these 
companies will continue their present practice. 


There are two other minor matters—one is 

hat the same marking procedure applies for 
rnunciation forms for rights to a new issue. 
Here the volume of markings can be surpris- 
ng, particularly if the new issue produces 
wbstantial parcels of rights which the large 
wareholders cannot take up themselves. 


Secondly, where a marked transfer is lost, 
lis usual for a company to await the expira- 
lon of the 42 days and then to act on a 
‘W transfer, waiving the advertisement and 
ademnity which are demanded for lost scrip. 
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(e) Share Certificates 


A company must now issue a new certificate 
within one month after the transfer is lodged 
(previously two months). The shorter period 
was already prescribed for listed companies. 
No doubt the increased penalty of £50 plus 
a daily default penalty after conviction will 
ensure compliance. Shareholders will wel- 
come statutory recognition of the need for 
prompt issue of scrip which enables them 
to sell or pledge their documents as they wish. 


One minor matter is the omission of autho- 
rised capital from a share certificate (Section 
66). It was recognised by the Stock Ex- 
changes in January 1958 that this information 
soon becomes obsolete and it is more logical 
to examine the latest balance sheet. A similar 
change was recently made in the United 
Kingdom. 

Section 66 requires that scrip be sealed, 
but a special share seal may now be used. 
The Stock Exchanges permit the use of 
facsimile signatures provided there is evidence 
of audit examination. For a large share 
register, the saving of time for the directors 
and secretary can be important. 

The de-numbering of shares has been car- 
ried further. Under the 1938 Act, it was 
usual to convert fully paid shares to stock 
so as to avoid repetition of share numbers 
on transfer forms, journals, certificates, regis- 
ters and annual returns. The 1953 amend- 
ment permitted shares to be de-numbered 
when fully paid and the conversion of stock 
became unnecessary. However, there was 
some doubt as to the legal position where 
further partly paid shares were issued. 


This doubt is resolved in the new Section 
65—if at any time the shares of one class 
are fully paid and rank equally, they may 
be de-numbered, even although there may 
be a later contributing issue. 


A further change is that all shares (whether 
partly or fully paid) need not bear a dis- 
tinguishing number if the certificates them- 
selves are numbered. This will save a great 
deal of unnecessary work and it is hard to 
conceive any reason for a conversion to 
stock in future. 


(f) Unit Trusts and Other Interests 


This is not strictly a Stock Exchange matter 
but is treated here as a matter of general 
investment interest. 

Prior to the 1955 amendment, it was found 
that unit trusts and other interests were not 
covered by the share or debenture provisions 
of the Act. Following their growth in other 
states and the spread to Victoria, the Statute 
Law Revision Committee examined unit trusts, 
option certificates, lots, concessions and other 
forms of interest. Evidence was given of 
projects in which the subscribers were power- 
less to control the management, and where 
there was no effective reporting of earnings, 
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often with an absence of dividends. In other 
cases, the so-called dividend was paid from 
capital. The only remedy was an investiga- 
tion by an inspector, and all too often he 
could only recommend that the project be 
wound up with little or no liquidation pay- 
ment. 


Under the new legislation, no offer can 
be made to the public without a written 
statement on the lines of a prospectus. The 
Seventh Schedule lists the matters to be in- 
cluded, with emphasis on the appointment 
of an approved Trustee under a Trust Deed. 
Holders of interests may request a copy of 
the latest balance sheet and profit and loss 
account. Further, 10% of the holders may 
request a meeting to consider the annual 
accounts. The general effect of these pro- 
visions is to compel a standard of disclosure 
and control by holders comparable with that 
for investment companies generally, but allow- 
ing for savings in administration costs by 
leaving some safeguards to the Trustee. 


The new provision restricts the voting 
power of the management company. Before 
voting at an election for directors of a com- 
pany held in the trust’s portfolio, it must 
first obtain the consent of a meeting of unit 
holders. 


(g) Special Accounting Provisions 


Section 135 relates to a proprietary com- 
pany, of which over 50% of the capital is 
held by two or more public companies. Such 
a company is not a subsidiary of either 
public company, but it is now treated as 
a public company for account and audit 
purposes. 


The Stock Exchange requires that should 
a company hold as its main asset shares in 
another company, it shall supply shareholders 
with a copy of that other company’s balance 
sheet. The two cases are not identical, but 
the effect is the same in many instances. 


(h) Investment Companies 


The law here follows the 1938 Act rather 
closely. The special provisions apply only 
to those companies which are proclaimed by 
the Governor-in-Council. In addition to these, 
there are several other companies whose assets 
consist largely, if not wholly, of investments, 
but they have not been proclaimed. It is 
not uncommon for a company to sell its main 
asset and devote the proceeds to investments. 


For a proclaimed company, borrowing is 
restricted to 50% of net tangible assets (pre- 
viously the restriction was related to paid 
capital). This means that as a company 
builds up its shareholders’ funds by the re- 
tention of profits, it can now borrow more. 


No investment company shall invest more 
than 10% of its net tangible assets in any 
one other company, nor can it hold over 5% 
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of the subscribed capital of another com- 
pany. This is designed to ensure that the 
shares are bought for revenue and profit 
rather than for the purposes of control. 
There are also restrictions on underwriting 
commitments. 


No shares may be held in another invest- 
ment company, otherwise there would be the 
prospect of “pyramiding”—for example, ac- 
quisition of 51% control in a company which 
itself hold 51% in a third company. 


The Stock Exchanges require further that 
the aggregate market value of the securities 
at balance date must be given. This was 
previously provided in Schedule 33, but has 
been dropped from the new Act, although 
the portfolio details must still be stated. 


(i) Offers to Sell Shares 


Section 259 repeats the ban on share hawk- 
ing which is defined as going from place to 
place offering shares to the public. Any 
written offer to the public must contain a 
minimum of information. Exemptions are 
granted for securities listed on a Stock Ex- 
change and to a broker’s offers to regular 
clients. It must be stated whether or not 
the shares are to be quoted on a Stock Ex- 
change. 


(j) No Liability Companies 

Part II of the 1938 Act devoted some 122 
Sections to no liability companies, a reminder 
of the gold mining era prior to the growth 
of the modern industrial company. Many of 
the provisions were parallel for each type of 
company and brevity has been achieved by 
declaring that no liability companies are 
subject to the same conditions as limited 
companies, with a few specific exceptions 
which occupy 17 sections only. 


The main difference relates to the payment 
of calls. In a limited company, calls are a 
legal liability enforceable by the company or 
its liquidator. Under the no liability system, 
the company cannot sue for the call, but 
the share is automatically forfeited after four- 
teen days and it may then be sold at auction. 
The Stock Exchange requires further that 
the auction be held in the vestibule of the 
Stock Exchange. This is a convenient place 
and assures maximum public interest in the 
sale. Where the market price of the shares 
is low, the proceeds are often insufficient to 
meet the deficiency. If a surplus is realised, 
it must be paid to the previous holder after 
expenses have been met. 


Two other features deserve mention; firstly, 
a no liability company may increase the 
amount payable on a fully paid share. This 
can provide increased capital without increas 
ing the number of issued shares, Secondly, 
dividends are payable equally on all shares 
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irrespective of the amount paid up. This is 
an incentive to new contributing shareholders 
in a period of unprofitable operations. 


(k) Application of the Act to Special Com- 
panies 
Relevant sections of the Act now extend 
to companies formed under special legislation, 
eg., a building society must allow inspection 


of its registers. An anomaly was discovered 
in the course of a “take-over” offer in which 
the building society refused to disclose the 
names of its members. 


[The second part of Mr. Grimwood’s ad- 
dress dealing with the Stock Exchange's 
requirements, apart from the provisions of 
the Victorian Companies Act 1958, will appear 
in the July issue.] 
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FINANCIAL NOTES 


HE past month has seen a remarkable 
change in the general trend of 
economic thinking. The season’s steep 
rise in wool prices, although it came a 
little late in the day, has helped to trans- 
form the overseas trade situation. Also, 
there has been improvement in the export 
situation for meat, oats and barley. The 
current year has turned out much better 
than anticipated—from a situation where 
it had been expected that exports would 
amount to around £720 million, the 
latest figure is more likely to be in the 
vicinity of £780 m. 


Imports, of course, are officially con- 
trolled. The aim is to keep the annual 
total around £800 m. The trade deficit 
(allowing for some increase in the import 


figure) is now estimated to be around 
£30 m. Australia had a surplus of £23 m. 
last year but the significant features about 
the current situation are that, first, the 
figures are much better than expected, 
and, second, that the trend over the 
latest quarters is optimistic. 


The feeling seems to be that the coming 
year will show even greater improvement 
in the trade situation. 


+ + + 


HE situation existing in the current 
balance of payments level also 

is encouraging. There has been a strong 
rise in the rate of capital inflow. This 
point was made the subject of discussion 
in the latest Review of the Bank of New 
South Wales. It was stated that the 
inflow of overseas capital into Australia 
in the current financial year may reach 
£200 m., compared with £136 m. in 
1957-58. The point was well made that 
this upsurge in capital receipts came at 
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a very convenient time to offset a heavy 
drain in Australia’s overseas reserves. 


In spite of strict limitation of imports, 
it appeared likely that oversea balances 
might fall by as much as £130 m. owing 
to the reduction in wool and other export 
earnings, and continuing commitments 
for oversea payments. The bank points 
out that, in the short run, capital receipts 
have bridged a temporary gap between 
export proceeds and oversea expenditure, 
and have averted the necessity for more 
drastic import restrictions. And, from 
the longer view, capital receipts have 
enabled the flow of materials and equip- 
ment to Australia to continue. In doing 
this, they have aided the expansion of 
productive capacity, including that of 
some industries producing  import- 
replacing items. 


+ + + 


ET, we may still have second thoughts 

about this capital inflow. Most of 

the incoming capital comes in the form 

of private investment in Australia by 

oversea companies establishing, or sup- 

porting, a branch of their organisation 
or a subsidiary company. 


At this stage there is beginning to be 
a little concern at the future capital out- 
flow in the form of profit remittances— 
in the years to come, we might have 
many more problems than these evident 
at present; shown particularly by the big 
remittances made to the United States 
by the General Motors-Holden’s organisa- 
tion. 

The Bank of N.S.W. has also discussed 
this situation. It outlines the position in 
Canada where a Royal Commission, ap- 
pointed as a result of a particularly heavy 
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inflow of United States capital, had re- 
commended that local participation 
should be at least 25 per cent of the 
equity capital. 

While any suggestion of a compulsory 
minimum participation by local investors 
would risk undoing much of the goodwill 
which has been built up as a firm basis 
for future investment, the oversea inves- 
tor himself may gain distinct advantages 
in a closer link with Australian capital, 
the bank states. Many oversea concerns 
appreciate the value of local knowledge 
in marketing and industrial problems, 
and the fact that participation of local 
capital can be a potential source of 
goodwill. 

One observation that can be made is 
that British companies have been more 
inclined to admit Australian investment 
than the American. The recent example 
of the U.S. National Dairy organisation 
in buying out the local holdings in its 
Australian company, Kraft, was an in- 
stance. The feeling here was that the 
American offer was inadequate. How- 
ever, the deal was forced through, aided 
by a most uncompromising attitude on 
the part of the U.S. company. An in- 
teresting sidelight has been provided by 
the Australian Fixed Trust organisation 
which is a large shareholder. This or- 
ganisation opposed, publicly, the U.S. 
offer, still has not accepted, and now 
awaits action from the National Dairy 
company. 

With the increasing interest in Aus- 
tralia now being taken by the oversea 
companies, and the advantages we hold 
out to these organisations, it could well 
be suggested that the Australian Govern- 
ment take a lead from the Canadians and 
insist on some ratio of Australian in- 
terest. 

+ * + 


GAIN in optimistic strain is the 
current year’s Commonwealth 
bond raising programme. This is of more 
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than academic interest—it could have 
direct bearing on possible taxation relief 
in the coming Federal Budget. 


Last year there was considerable con- 
cern at the prospect of the gigantic task 
facing Australia in the redemptions of 
the big, war and immediate post-wzr, 
loans. This was a factor in the I:st 
Budget’s cautionary aspect. 


The Federal Treasurer, Mr. Holt, at 
a special meeting of the Sydney Stock 
Exchange members last month stated 
that the year’s results “were proving 
much more favourable than could have 
been reasonably anticipated when the 
Budget was framed”. It is of some im- 
portance to realise that since Mr. Holt’s 
remarks there has been another thumping 
loan success. The May loan was over- 
subscribed by the substantial amount of 
£15% million. 


The reasons for the success this year 
can be found in the current optimism 
justified by the better economic situation; 
a generally more liquid banking situation 
than might have been expected; the 
public acceptance of the new Special 
bonds; and the influence of the new 
official short-term money market. It has 
been calculated that capital raisings for 
the year will reach £206 m. against the 
£115 m. expected in the Budget. 


« a + 


GAINST all of these optimistic in- 
dicators it is not surprising that 
the share market is reaching new all- 
time high levels. But, local confidence 
is not the answer entirely. There has 
been a considerable increase in the 
amount of oversea buying of shares on 
the market, and the life offices and other 
local institutions have continued their 
trend to ordinary share investment. 


The investors in the United Kingdom 
now have a greater appreciation of the 
growth factor in Australian companies, 
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and also of the advantages in taxation 
in the Australian-U.K. tax agreement. 
Lately the interest has been heightened 
by a considerable amount of publicity 
on the subject from the British Press. 
This has been accompanied by local 
visits from British brokers. 


This buying, together with the local 
interest by the institutions, has provided 
a strong underpinning to the market. 
The private investors are fully aware of 
the high price levels but, knowing the 
presence of the large investment organ- 
isations and oversea buyers, are forced 
to buy in the belief that there is little 
likelihood that the prices of favoured 
stocks will be allowed to become much 
cheaper. 


. + + 


R. J. M. GROOM of Perth, Western 
Australia, and a vice-president of 
the Australian Society of Accountants, 
has taken issue with me on the effective 
costs of taking up an Oil Search share 
(Australian Accountant, April, 1959) 
after allowing for the new taxation 
benefits. 


Mr. Groom is correct in his assumption 
that my workings were calculated on the 
basis of dividing the income tax payable 
by the taxable income to arrive at the 
rate of tax. He states “This, in itself 
may be correct, but I point out that any 


deduction allowable to a taxpayer bene- 
fits him, not to the extent of the deduction 
multiplied by the average rate but the 
deduction multiplied by the rate of tax 
applicable to the income group in which 
the deduction falls”. 


Mr. Groom’s point is well taken. His 
figures, of course, reveal that the saving 
to an investor is considerably higher than 
the figures I published. His calculations, 
assuming that the deduction claimed is 
of an amount below £100, are given in 
the table below. 


The actual Oil Search issue has now 
been completed. But it is interesting to 
note that the market finished at about 
6/4 for the old shares and about 2/] 
for the rights (with 5,/- to pay to the 
company). The difference between the 
price of buying through rights, and shares 
(which attract no tax advantage), was 
only 9d. This suggests that buyers were 
either completely unaware of the tax 
advantages to be had (even on my 
figures)—-or that tax considerations in 
oil speculation is only a point of minor 
importance. 


A speculator in oil shares is hoping for 
great fluctuation in price—much more 
than could be shown in tax concessions. 
For this reason, probably, only a small 
proportion of buyers considered the tax 
angle. 





Income 
before 
Deduction 


Net Cost 
of 5/- 
share 


Tax saving 
for each 
5/- share 





1000 
1500 
2000 
2500 
3000 
5000 


4/0.5d. 
3/7.75 
3/4.75 
3/1 

2/11.25 
2/5 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.a., LL.B. 


Who Owns The Goods? 


The facts of the Victorian case 
of Warren v. Forbes (1059) A.L.R. 
221 may be shortly stated thus. 
There was a terms contract of sale 
from A to B, the subject matter be- 
ing the premises, plant, stock and 
goodwill of a private hospital as a 
going concern. 8B, as purchaser, 
was to pay a deposit — and on the 
payment thereof she was entitled to 
possession — and had to pay the 
residue of the purchase money over 
a period of a little more than ten 
years. 


She paid the deposit, and went into 
possession of the subject matter, includ- 


ing numerous chattels listed in an in- 
ventory attached to the contract of sale. 


Subsequently, B borrowed money from 
C on the security of a bill of sale over 
the plant and equipment of the hospital, 
and the bill of sale was properly regis- 
tered in due course. 


But then B defaulted in her payments, 
under the terms of the contract of sale, 
and under the bill of sale as well. A, 
as unpaid vendor, recovered from B pos- 
session of the land and buildings con- 
cerned, but the question arose whether 
A was entitled to retake possession of 
any chattels which were included in both 
the inventory to the contract of sale, 
and in the bill of sale given to C. The 
determination of this question involved 
the further point — had ownership of 
these chattels passed to B? If it had, B, 
as owner, could have effectively mort- 
gaged them to C under the bill of sale, 
and C would thus be entitled to them. 
On the other hand, if ownership had not 
passed to B, then A was entitled to the 
chattels. 


The Australian Accountant, June, 1959 


It was on this basis that A and C liti- 
gated the matter. In the court of first 
instance, the judge held that the property 
in the goods had not passed to B on the 
making of the contract, with the result 
that A’s claim to the chattels prevailed 
over C’s. C, however, appealed to the 
Full Court, and argued that ownership of 
the chattels had passed to B at the time 
of making the contract of sale. This 
argument was based on the provisions 
of Sections 22 and 23 of the Goods Act 
1928 (Vic.) — now the Goods Act, 
1958 — which provisions have their 
counterpart in the Sale of Goods Acts of 
other States. 


Section 22 provides that in a contract 
for the sale of specific goods ownership 
passes to the buyer at the time the 
parties intend it to pass, and in ascer- 
taining this intention regard is to be had 
to the terms of the contract, the conduct 
of the parties and the circumstances of 
the case. But where the parties have not 
expressed any intention on _ this 
point, Section 23 applies, and sets out 
several rules to apply to determine 
whether ownership has passed to the buy- 
er. The first of these rules is that in 
the case of an unconditional contract 
for the sale of specific goods in a deliver- 
able state, ownership passes to the buyer 
at the moment the contract is made, and 
the fact that delivery or payment or both 
are postponed is immaterial. 


But this rule applies only in the ab- 
sence of a contrary intention, and, said A, 
the circumstances of this case do estab- 
lish a contrary intention. It was not 
just a contract of sale of goods that the 
Court had to deal with, but a non-sever- 
able contract for the sale of specific goods 
and of an interest in land, and in those 
circumstances the prima facie rule was 
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that the property in the goods did not 
pass to the buyer until the land was con- 
veyed to him. With this the Court 
agreed. If the parties to such a transac- 
tion show expressly or by implication 
an intention that the chattels included in 
the contract are to become the property 
of the buyer at the time the contract is 
made, or alternatively at the time the 
contract entitles the buyer to possession, 
that is an end to it, but in the view of 
the Court the proper inference here was 
that the parties, A and B, did not intend 
the property in the chattels to pass before 
completion of the contract. In the re- 
sult, therefore, B was in no position to 
give C any title to the chattels, so that 
the decision appealed from was affirmed, 
to A’s undoubted advantage. 


Indirect Gift to Attesting Witness 


Like the corresponding local en- 
actments (e.g., Section 13 of the 
Wills Act 1958 (Vic.)) Section 15 
of the Wills Act, 1837 (Eng.) pro- 


vides that a gift by will to an at- 
testing witness, or the spouse of an 
attesting witness, is void. This 
provision applied in somewhat un- 
usual circumstances in the English 
case of In re Royce’s Wills Trusts. 
Tildesley v. Tildesley and Others 
(1958) 3 W.L.R. 676. 


Clause 16 of a testator’s will provided 
that if and so long as his trustees re- 
tained any part of his residuary estate 
and received and applied the income 
therefrom, they were entitled to pay 
themselves five per centum of the income 
therefrom “to be equally divided between 
them by way of remuneration for their 
services.” By clause 17 he provided that 
“any person who may for the time being 
be an executor or a trustee of my will and 
who may be a solicitor shall be entitled 
to charge and shall be paid out of my 
estate for his services in the same manner 
as though not being an executor or trustee 
he had been employed by my executors 
or trustees to render such services.” 


350 


Clauses such as these are regarded as 
operating as legacies, and if the person to 
benefit from them were to witness the 
will concerned, Section 15 would make 
the gift void. That situation, however, 
did not arise immediately in the case 
under discussion. But some time after 
the death of the testator it did. 


The two executors named in the will 
proved it, but later on one of them died, 
and the surviving executor appointed as 
a trustee in the place of the deceased co- 
executor a solicitor who had attested the 
will. This now meant that an attesting 
witness was in line to receive a benefit 
under the will, and the question for de- 
cision was whether the inability of an 
attesting witness or his spouse to bene- 
fit under the will arose only if he were a 
beneficiary when the will was made, or 
when it was proved, or whether it also 
extended to him should he become bene- 
ficially entitled, as in this case, at some 
later date. 


The Court held that the solicitor was 
not entitled to remuneration either for 
his services as trustee under clause 16 or 
for his professional services under clause 
17. True, at the time he witnessed the 
will the likelihood that he would benefit 
under it would have occurred to him and 
the testator, if at all, only as a very re- 
mote possibility, but in the events which 
had happened it was a case in which 
Section 15 applied. The only safe view, 
said the judge, was “that if a man attests 
a will he should not in any way be en- 
abled to take any benefit under that will 
— not even if he only enters a class 
intended to benefit by the will after the 
will has been proved.” One’s first re- 
action to the decision might be that it 
is an unfortunate one for the person 
involved, but the need to retain the 
principle that attesting witnesses shall be 
quite disinterested is of more importance 
than the ill-fortune of one individual. 
Moreover, no one is compellable either 
to witness a will or to accept appointment 
as trustee under a will. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Principles 


The Journal of Accountancy, Decem- 
ber, contains an article, “Can We Define 
Generally Accepted Accounting Prin- 
siples?”, in which Leonard Spacek argues 
that accounting principles can and should 
be defined to provide substantial com- 
parability between the financial state- 
ments of different enterprises. He 
contends that alternative accounting 
treatments at present officially coun- 
tenanced in research bulletins of the 
American Institute of Certified Public 
Accountants should not be tolerated and 
cites tax allocations and long-term lease 
obligations as examples. He also states 
that the effects of inflation should be 
reflected in depreciation charges. 


In The Internal Auditor for December, 
J. R. M. Wilson discusses the question 
“Are There Accounting Principles?” 
He considers that a great deal of con- 
fusion has arisen, firstly, out of the 
ambivalence of the term “principles” 
(he credits a Canadian chartered ac- 
countant with the unfortunate statement 
that “Accountants have no principles.” ) 
and, secondly, out of the fact that ac- 
counting is not a static art. After defining 
accounting principles as “rules of general 
application within the field of acccun- 
ting”, he shows how these rules have been 
modified by the changing demands of 
society for accounting information. He 
traces the development of accounting 
principles through the published recom- 
mendations of accounting institutes and 
concludes by answering affirmatively the 
question posed in the title. 


Accounting Procedures 


In Cost and Management, December, 
E. J. Winters, “One Approach to IDP 
lnvolving Order and Invoice Processing”, 
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presents a case study of the installation 
of an integrated data processing system 
by a Canadian company which wanted 
to speed up and give greater accuracy to 
its order processing and invoicing system. 
In the accounting research section of 
The Canadian Chartered Accountant 
appears the first of two articles on “Dis- 
count or Premium and Expense on 
Long-Term Debt”. The December article 
discusses the amortization of bond dis- 
count and expense in relation to the 
cperating statements. The January issue 
discusses the balance sheet presentation 
of the unamortized discount and expense 
and the disposition of these amounts on 
premature redemption or conversion. 


Accounting Reports 

Leslie H. Matthies, “How to Insure 
Useful and Timely Reports”, Cost and 
Management, December, reports that in 
one systems survey it was found that only 
10% of the reports prepared in the com- 
pany were of any use to anybody. A 
well-organised reports control programme 
can eliminate much confusion and in- 
efficiency as well as save money by 
discontinuing the preparation of useless 
reports. The essentials of establishing an 
effective report system are considered in 
this article. 

“Contingent Liabilities” are discussed 
by Peter J. Cornish in the December issue 
of The South African Accountant. The 
circumstances under which these liabilities 
should be recognised and disclosed are 
stated and illustrated. 


Budgeting and Cost Control 

Edward Smith, “Sell Budgets to 
Management”, Cost and Management, 
December, discusses the responsibility of 
the accountant to sell a budget programme 
to management as the means of properly 
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controlling, co-ordinating and planning 
every segment of a company’s operation. 
He considers the way in which the ac- 
countant can best prepare this sales 
campaign. 
Controllership 

The second part of the survey entitled 
“The Profile of the Corporate Con- 
troller” appears in the December issue of 
The Controller. It covers the hiring of 
controllers, the sources from which a 
controller discovers his responsibilities, 
to whom he is responsible, the number 
of executives responsible to the controller, 
the size of his department and his relation 
to management committees. 


Direct Costing 

C. F. Caufield, writing in the N.A.A. 
Bulletin, December, reaches the con- 
clusion that “the arguments and advan- 
tages claimed by the proponents of direct 
costing more than outweigh _ the 


opposition”. 
Education 
The place of the liberal arts in accoun- 


ting education is discussed by R. B. 
Wetnight in the N.A.A. Bulletin, Decem- 
ber. In the same issue, L. D. Dudak 
describes “Our Internship Training for 
Accounting Students”. 

G. A. Copeland, “Training and 
Developing Accounting and Analytical 
Personnel”, N.A.A. Bulletin, December, 
describes the employee evaluation and 
development programme of the Standard 
Oil Company. 


Electronic Data Processing 

“The Electronic Computer in Practice 
and the Problems It Creates for the 
Auditor” is a homely discussion by 
J. E. P. Levyns, in The South African 
Accountant, December, of the success 
with which a small electronic unit has 
been employed in a government depart- 
ment. He shows the advantages which it 
has over a punched card system and 
explains how it has affected the audit 
task. 

D. Ronald Daniel claims that the 
introduction of electronic data processing 
has been followed by a wave of dis- 
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illusionment. He traces this reaction 
back to management itself rather than to 
the equipment and discusses six of the 
more common management shortcomings, 
The article, entitled “EDPM—Getting 
Past the Barriers to Success”, appears in 
the December issue of The Controller. 


Forecasting 

In the N.A.A. Bulletin, December, 
C. N. Hayhurst, “Financial Forecasting 
for the Bank and for Management”, 
describes and illustrates the preparation 
of forecast statements for a hypothetical 
manufacturing company. 


Holding Companies 

In an article on “Consolidated Balance 
Sheet Values” in the December issue of 
The South African Accountant, B. J. §. 
Wimble expresses opposition to the notion 
of both goodwill and reserve on con- 
solidation. For purposes of consolidation 
he prefers the use of subsidiary company 
values based on their take-over value. 


Internal Auditing 

In The Accountant, 6 December, an 
article on “Internal Audit and Stock 
Control”, by W. J. Smith, outlines a 
procedure by means of which internal 
auditing and stock checking are combined 
to ensure accuracy in the basic documents 
from which cost and statistical returns 
and evaluated stock sheets are produced. 


Internal Control 

In an article on “Internal Control in a 
Small Company”, William A. Bradshaw, 
in the December issue of The Canadian 
Chartered Accountant, makes the startling 
claim that in the United States, in 1956, 
dishonest employees stole more than all 
the burglars, pick-pockets, armed rob- 
bers and automobile thieves put together. 
He then discusses the various means 
which an employer can use to protect 
himself from the “trusted thief”. 


Investigations 

P. E. Brodrick, “Testing the Potential 
of a Company Prior to Acquisition”, 
N.A.A. Bulletin, December, describes and 
illustrates the analytical procedures which 
should precede the formulation of a take- 
over Offer 
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NEWS AND NOTES 


Australian Society of 
Accountants 


GENERAL COUNCIL 


Functions Associated with Annual Meetings 

By meeting in Hobart, members of General 
Council were able to acquaint themselves with 
local conditions and discuss the affairs of the 
Society with members of the Division. 

At a civic reception tendered to members 
of the General and Divisional Councils at 
noon on Monday, April 20, the Lord Mayor 
of Hobart, Sir Archibald Park, paid tribute to 
the work of the Society. He expressed the 
hope that the meetings would stimulate in- 
terest in the profession and encourage students 
to qualify as accountants. He said that oppor- 
tunities for promotion in both civic and 
commercial concerns were being lost for the 
want of the necessary accountancy qualifications 
for higher positions. In responding, the pre- 
sident, Mr, O. H. Paton, referred to the 
services the Society was rendering to the 
community. In the international field, it was 
contributing towards the aims of the Colombo 
Plan by providing educational and examination 
facilities for students in South-East Asian 
countries. In the national field, it welcomed 
the opportunities presented by the Common- 
wealth Government to submit the views of the 
Society on such matters as decimal currency, 
taxation and legislation relating to bills of 
exchange. 


A large number of members met at lunch 
on Monday, April 20. The guest speaker was 
Mr. L. R. Benjamin, an industrial consultant 
and vice-chairman of the Australian Aluminium 
Production Commission, who spoke on the 
future industrial development of Tasmania. 
Mr. J. G. Cooper, the State president and a 
member of the General Council presided and 
a vote of thanks to Mr. Benjamin was pro- 
Posed by Mr. W. P. Henson, a vice-president 
of the Society, The luncheon enabled General 
Councillors to meet many local members as 
well as to gain a better understanding of the 
potentialities of the State. 

In the evening, members of the Divisional 
Council entertained visiting General Councillors 
at dinner at the Athenaeum Club. 
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The annual meeting of the Society, held at 
Wrest Point Hotel on Tuesday evening, April 
21, was well attended by members. Distin- 
guished guests included His Excellency the 
Administrator, Sir Stanley Burbury, K.B.E., 
the Lord Mayor of Hobart, Sir Archibald 
Park, Professor K. S. Isles, (Vice-Chancellor 
of the University of Tasmania), Mr. C. A. S. 
Page (president, Tasmanian Law Society), Mr. 
J. Hornby (president, Tasmanian Chamber of 
Manufacturers), Mr. H, Bromley (vice-president, 
Hobart Chamber of Commerce), Mr. O. W. 
Hawkins (president, Employers Federation of 
Tasmania), Mr. E. D. Lardner (chairman, 
Associated Banks of Tasmania), Mr. R. W. 
Sangster (chairman, Fire and Accident Under- 
writers’ Association), Mr. R. A. Chandler 
(chairman, Hobart Stock Exchange), Mr. I. R, 
Norman (chief manager for Tasmania, Com- 
monwealth Bank of Australia), Mr. T. D. Room 
(State president, Institute of Chartered Ac- 
countants in Australia), Mr. A. H. Braby 
(State president, Chartered Institute of Sec- 
retaries), Mr. R. A. Smith (acting president, 
Tasmanian Branch, Australian Institute of 
Management), Professor G. G. Firth (Dean of 
the Faculty of Economics, University of Tas- 
mania), Mr. M. A, S. McNeair (Technical 
Branch, Education Department, Hobart), Mr. 
E. A. Edwards (Deputy Commissioner of 
Taxation) and Mr. W. O. Jennings (Acting 
Auditor-General). 


In submitting the annual report of General 
Council for the year ended 31 December, 1958, 
the President, Mr. O. H. Paton, mentioned the 
rapid expansion which was taking place both 
in membership and activities of the Society. 
Whilst the Society was primarily concerned 
with the determination of the qualifications 
necessary for an accountant and with services 
to members, it sought also to render a com- 
munity service. In the fields of company and 
taxation legislation, its advice had been sought 
by the Commonwealth and State Governments. 
In the field of education, it was actively en- 
couraging and sponsoring advanced training in 
the subject in the higher institutions of learning. 
It was co-operating with other professional 
bodies and various commercial and industrial 
organisations in matters of public interest 
affecting accounting and finance. During the 
course of the meetings of General Council in 
Hobart, plans had been formulated for a 
further expansion of activities. The motion 
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for the adoption of the annual report was 
seconded by Mr. W. P. Henson. The financial 
statements were submitted for consideration 
and adoption by the honorary treasurer, Mr. 
C. K. Davies, and seconded by Mr. C. R. 
Hicking. 


The toast of the Society was submitted by 
His Excellency the Administrator of Tasmania, 
Sir Stanley Burbury. In the course of his 
remarks, Sir Stanley mentioned that accoun- 
tancy had developed into one of the major 
professions and that advanced education for 
accountants at University level was becoming 
more and more important. The text of his 
most interesting address was published in the 
May issue of the journal, In responding, the 
President, Mr. O. H. Paton, thanked His 
Excellency for the courtesy extended to the 
Society by his attendance at the annual meeting 
and for his learned discourse on the services 
accountants were rendering to the community. 
The toast to the distinguished guests was 
submitted by Mr. R. F. Butt, a vice-president 
of the Society. He welcomed them to the 
meeting and expressed the Council’s apprecia- 
tion of the co-operation received from their 
respective organisations. In responding, Pro- 
fessor K. S. Isles, Vice-Chancellor of the 
University of Tasmania, spoke of the intention 
of the University to establish a Chair of 


Applied Economics with special reference to 
accounting. He mentioned that an accountant 
with an economic training would be sought 
for the position. 


NEW SOUTH WALES 


Lecture Series 
An interesting series of lectures was arranged 
for members of the N.S.W. Division on 
industrial and superannuation procedures. The 
lectures were delivered at the Stawell Hall, 
Royal College of Physicians, Macquarie Street, 
Sydney, on 19 March, 2 and 8 April. 
The three lectures were as follows:— 
“Pensions and Superannuation Schemes" 
by Mr. Raymond Baxter, of Messrs 
Jas. Baird & Sons, pension consultants; 
“Important Aspects of N.S.W. Industrial 
Legislation” by Mr. L. W. Farrar, 
industrial advocate and consultant; and 
“The Workers’ Compensation Act, Wor- 
kers’ Compensation Insurance and Public 
Risk Insurance” by Mr. D. R. Prideaux, 
accident superintendent, Hartford Fire 
Insurance Co. 


Each lecturer was a specialist in his subject 
and gave those who attended the lectures the 
benefit of his many years of practical ex- 
perience. The Divisional Council extends 
thanks to the lecturers for their valuable 





TASMANIAN STATE CONVENTION 


The second Tasmanian State Convention will be held at 
Launceston during the week-end, September 11 to 13. 


The official opening will take place on 
Friday evening, 11 September, this function 
being preceded by an informal “get-together” 
period. 

The remainder of the programme will be 
as follows: — 


SATURDA Y—9.30 a.m. 


Speaker: Mr. F. T. Whiteway, F.A.S.A. 
General Manager, Edments Ltd., Mel- 
bourne. 

Subject: “Control of Stock”. 

2 p.m. Industrial Inspection. 

7.30 p.m. 

Speaker: Mr. L. R. Dawborn, B.Com., 
A.A.S.A. Manager, Harston, Partridge & 
Co. Pty. Ltd., Melbourne. 

Subject: “Planning and Budgeting”. 
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SUNDAY—9.30 a.m. 
“PROBLEMS AND OPINIONS” SESSION 

Speakers: Mr. J. V. Doyle, F.A.S.A., Public 

Accountant, Launceston. ' 
Mr. V. A. Benjafield, A.A.S.A., Chief 
Accountant, Cadbury-Fry-Pascall Pty 
Ltd., Hobart. 

Mr. H. T. Matterson, A.A.S.A., Aus 
tralian Titan Products Pty. Ltd., Burnie 

The subjects on which opinions will b& 
expressed by the speakers are “Taxation, 
“Electronics and Accounting” and “Reserves 
and Provisions” respectively. 

Brochures and registration forms will shortly 
be sent to all members of the Tasmaniad 
Division, and to registrars in all other States 
for distribution to any mainland members who 
may wish to come to Tasmania. 
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contribution to the technical activities of 


members. 


Members’ Luncheon 


Mr. T. Bell, assistant general manager, 
Vacuum Oil Co. Pty. Ltd., was the guest 
speaker at the members’ luncheon held on 
22 April at the Trocadero, when 250 members 
were present. 

Mr. Bell, who recently returned from a 
trip to Japan, spoke on “The Far East Today”. 
His address was illustrated by colour trans- 
parencies taken during his travels. He was 
impressed with the beauty of Japan and with 
its railways. He considered that many of the 
urban transport problems were similar to our 
own, and was amazed at the extent of ad- 
vertising by the use of neon signs. 

The chair was occupied by the State president, 
Mr. R. Keith Yorston, and a vote of thanks 
to the speaker was moved by Mr. E. A. 
Cupit. 


Personal 


Mr. J. Rowlands, A.A.S.A., advises that he 
is now conducting his practice at 25 Joyce 
Street, Fairfield, N.S.W. 

Mr. O. F. Fitzgerald, A.A.S.A., has been 
appointed general manager, The Tasmanian 
Permanent Executors and Trustees Association 
Ltd., Launceston, Tasmania. 


Mr. K. J. Ormiston, F.A.S.A., is now con- 
ducting his practice at Douglas Chambers, 
219 Conadilly Street, Gunnedah, N.S.W. 

Mr. L. J. Farrell, E.D., F.A.S.A., has been 
appointed manager of properties at the head 
office of the Mutual Life and Citizens As- 
surance Co. Ltd. 





N.S.W. LAND TAX 


Municipalities and Shires in which values 
have been altered and are applicable for the 
land tax year 1959-1960. 


The following lists comprise the names of 
the district councils, with their particular 
riding(s) or ward(s) concerned in parentheses, 
and the respective effective dates of valuation 
for Land Tax Purposes. 

Cootamundra, 3.4.59. 


Gilgandra, 
Lyndhurst, (“D”) 22.4.59. 


Manilla, 


1.1.59. 
19.3.59. 
Murray, 1.1.59. Patrick Plains, (“A”) 6.4.59. 
‘8 ) 7.4.59. (“C”) 10.4.59. Woolondilly, (“B”) 
03.59. (“C”) 23.4.59. 
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NEWCASTLE BRANCH 

Election of Office-Bearers 

At the March meeting of the Newcastle 
Branch Council, the following office-bearers 
were elected:—Branch chairman: Mr. H. H. 
Walls, A.A.S.A. Branch deputy chairman: Mr. 
N. R. F. Macmillan, A.A.S.A. Branch hon. 
secretary: Mr. D. M. Purcell, A.A.S.A. Pub- 
licity officer: Mr. B. T. Colditz, A.A.S.A. 


WOLLONGONG BRANCH 
Election of Office-Bearers 
At the April meeting of the Wollongong 
Branch Council the following office-bearers 
were elected:—Branch chairman: Mr. D. J. R. 
Roberts. Branch deputy chairman: Mr. W. A. 
Hall. 


ALBURY DISTRICT GROUP 
First Convention 


The first Albury accounting convention 
arranged by the Albury District Group Com- 
mittee was held on the first three days in 
May. It was officially opened by the Mayor 
of Albury, Aiderman C. E. Bunton, O.B.E.., 
A.A.S.A. 


The District Group chairman, Mr. L. T. 
Muir, A.A.S.A., extended a welcome to visiting 
and local members at the informal reception 
at the Globe Hotel on the evening of 1 May. 
Technical sessions were held on Saturday 
morning and evening. On Sunday morning, 
discussion groups considered problems as- 
sociated with the following subjects: Prepara- 
tion of monthly or quarterly trading reports 
for small businesses; the installation and 
operation of superannuation schemes in 
medium sized businesses, and for the self- 
employed; and the preparation of financial 
statements for presentation to prospective 
lenders. 


The two papers issued to members prior to 
the Convention were “Proprietary Company 
Formation, Accounting and Taxation” by Mr. 
V. L. Gole, F.A.S.A., A.C.A.A., and “Account- 
ing and Valuation for Farmers and Graziers” 
by Mr. C. A. Mallyon, F.A.S.A., A.C.LS. 


The excellent support given to the first 
Albury Convention by the large attendance of 
members gave much satisfaction to the organ- 
isers. The Council takes a further opportunity 
through the columns of the journal to extend 
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thanks to the authors of the papers, the 
members who acted as group leaders and to 
group rapporteurs. It appreciates the co- 
Operation of the Council and members of the 
Victorian Division who contributed to the 
success of the Convention. 


QUEENSLAND 
Office-Bearers: 

At the meeting of the Divisional Council 
held following the recent annual meeting of 
members the following office-bearers for the 
ensuing year were elected:—State President: 
Mr. R. E. Iliff, F.A.S.A.; Vice-President: 
Mr. A. Donnelly, A.A.S.A.; Hon. Treasurer: 
Mr. S. G. Stormonth, F.A.S.A. 


Mr. Iliff has been a member of the 
Divisional Council for many years and he 
was previously the State vice-president. He 
is manager of Queensland Trustees Ltd. 


Mr. Donnelly was a member of the 
Divisional Council and has been active in 
recent years as chairman of its Education 
Committee and was responsible with the 
help of this committee in enlarging the 
educational activities of the Queensland 
Division. He is manager of the Australian 
Fixed Trusts (Qlid.) Pty. Ltd. 


Mr. Stormonth was appointed to the 
Divisional Council in 1958 and also rendered 
valuable assistance as a member of the 
Education Committee. He is Chief ac- 
countant of Mines Administration Pty. Ltd. 


Punched Card Accounting Course 


The first of the series of lectures and 
demonstrations on the “Principles and Practice 
of Punched Card Accounting” was held at 
the S.E.A. offices in Wharf Street, Brisbane, 
on 28 April. The course, conducted by Mr. 
M. J. Baskerville, F.A.S.A., secretary of the 
Southern Electric Authority of Queensland, 
attracted a record enrolment indicating the 
increasing interest in this and allied forms of 
mechanised accounting. Weekly meetings in 
the series will be held over six to eight weeks. 


Educational Activities 


At the April lecture for Brisbane members, 
Mr. J. Woodhead, A.A.S.A., A.C.A.A., of 
W. D. Scott & Co. Pty. Ltd., discussed 
“Effective Cost Control Through Responsibility 
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Accounting”. The speaker said that the aim 
of responsibility accounting was to measure 
and assess executive performances at various 
levels and for various purposes. Its establish- 
ment in an organisation required considerable 
investigation and planning but it could provide 
an invaluable aid in the control of costs. 


SOUTH AUSTRALIA 
April Luncheon 

At the monthly luncheon held at the Rail- 
ways’ Refreshment Rooms on 27 April, the 
guest speaker was Mr. T. R. N. Lothian who 
is the director of the Botanic Gardens, Adelaide. 
He gave a most enlightening talk on “The 
Botanic Garden and Its Place in the Com- 
munity”. 

April Lecture 

By arrangement with the Commonwealth 
Bureau of Census and Statistics, two officers 
of the Department gave a lecture to members 
at the Y.W.C.A. Hall, Pennington Terrace, 
North Adelaide, on 29 April. 

The first subject was “Statistical Information 
and Services Offered by the Bureau” and this 
paper was delivered by Mr. H. M. Barton, 
B.Com., supervisor of research and develop- 
ment, Bureau of Census and Statistics, South 
Australian Branch, who has gained wide ex- 
perience during his 20 years with the Bureau 
in Canberra and Adelaide. 


The second paper was given by Mr. G. R. 
Palmer, B.Sc., B.Ec., officer-in-charge of the 
sampling section of the Bureau of Census and 
Statistics, Canberra, on “The Purpose of 
Sampling and Techniques in Use Within the 
Bureau” with special reference to the applica- 
tion of sampling and its use to commerce and 
industry. Mr. Palmer is a specialist in the 
field of survey design with wide experience 
in planning large scale survey operations. A 
limited number of copies of these addresses is 
available to members on application to the 
State Registrar’s Office. 


Personal 

The two General Councillors for the 
Division, Messrs. L. A. Braddock and C. L 
Hargrave represented the Division at tbe 
meeting of General Council held at Hobari 
from 20 to 22 April. 
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VICTORIA 

Monthly Luncheon 

A large number of members and friends 
were present at the Victoria Limited on 12 
May to hear an address by Mr. A. M. Smith 
of the Tele-communications Division of the 
P.M.G.’s Department. Mr. Smith spoke on the 
automation and re-organisation of telephone 
exchanges on a nation-wide basis. 


Current Accounting Forum 

Mr. J. A. Macdonald led the group discussion 
on the subject, “Current Trends in the Manage- 
ment of Stock”, on 13 May. A great deal of 
information was exchanged in the discussion 
following Mr. Macdonald's remarks. 





Annual Divine Services 
of the 
Accountancy and Secretarial 
Professions 


With the approval of the Councils of 
the Societies and Institutes concerned, 
Divine Services for members of the 
Accountancy and Secretarial Professions, 
their relatives and their friends, have 
been arranged for Wednesday, 1 July, 
1959, as follows:— 


5 p.m. Evensong at St. Paul’s Cathed- 
ral, Melbourne. The Most Rev. 
Frank Woods, M.A., D.D., Arch- 
bishop of Melbourne, will be the 
preacher. 


5 p.m. Evening Devotions at St. 
Patrick’s Cathedral, Melbourne. The 
Rev. Father W. J. Durkin will 
officiate. 


No tickets or other mode of admission 
will be necessary, but sections of both 
Cathedrals will be reserved for those 
attending. Ushers will be on duty. 


Members will note that, by kind con- 
sent of the clergy concerned, both 
services will be conducted at 5 p.m. 
thus permitting all members to seek 
Divine Guidance upon their chosen 
profession at the one time. 


This date of July the First has been 
chosen as the most significant for these 
professions, due to its commencing a 
new financial year. 











The Australian Accountant, June, 1959 


The Australasian Institute of 
Cost Accountants 


NEW SOUTH WALES 
Convention at Terrigal 

The first convention organised by the N.S,W. 
Division of The Australasian Institute of Cost 
Accountants was held at the Hotel Florida, 
Terrigal, N.S.W. on 26, 27 and 28 May. 
The interest displayed by the 60 delegates in 
the main theme of the convention, “Long 
Range Planning” showed that the subject was 
of vital interest to businessmen. 

Delegates were welcomed by Mr. H. L. 
Thomas (State president) and after the opening 
dinner, Mr. N. Winckle, Inspector of The 
Commercial Banking Company of Sydney and 
vice-president of the N.S.W. Economic Society, 
gave his impressions of probable banking 
developments during the next 25 years. 

The evening concluded with the screening 
of a film “1975—People, Products and Pro- 
gress” which showed in lighter vein how the 
world may appear in future years. 

Professor Donald Cochrane, Professor of 
Commerce at the University of Melbourne, 
gave a provocative address “An Assessment 
of the Future”. The interest shown in this 
address indicated that members attending the 
convention fully appreciated the problems of 
development in the years ahead. 

“Estimating Future Markets” was the paper 
dealt with by Mr. D. Finley, manager of 
the Techno-Commercial section of I.C.1.A.N.Z. 
Ltd., and past president of Market Research 
Society, Mr. Finley showed the difficulties 
associated with the estimating of markets. 
Market trends were indicated by graphs. 

Mr. A. J. White, production director of 
Johnson & Johnson Pty. Ltd., concluded the 
day's proceedings with an address on “Planning 
the Production”. 

An address next morning on “Planning the 
Finance” by Mr. G. W. Bottrill, finance director 
of Philips Electrical Industries Pty. Ltd., 
concluded the convention proceedings. 

The success of the convention was due 
largely to the efforts of the State president, 
Mr. H. L. Thomas, the vice-president, Mr. 
K. S. Fleming and the committee comprising 
Messrs. N. Corvisy, J. S. Gerathy and W. M. 
Hodgins. 





QUEENSLAND 

Office-Bearers 

At the first Divisional Council meeting held 
after the annual meeting of members, the 
following office-bearers were elected:—State 
president: Mr. N. F. Morris. State vice- 
president: Mr. D. S. Scott. Hon. treasurer: 
Mr. R. S. Gynther. 


Members’ Luncheon 

Mr. A. K. Graham, A.C.A.A., cost ac- 
countant with the Commonwealth Bank in 
Queensland, was the discussion leader at the 
monthly lunch hour meeting of the Institute 
held in Brisbane on 29 April. The subject of 
“Expansion Planning” was discussed under the 
following headings:—Requirements of manage- 
ment, gains of expansion, need for planning, 
consideration in planning, assessment of plan, 
reporting of plan and control of plan. 


SOUTH AUSTRALIA 

May Meeting 

At the lecture theatre, Playford Building, 
School of Mines, on 4 May, an address on 
management accounting was given to members 
by Mr. James F. Dunkley, cost consultant. 
He has had considerable experience in the 
management accounting field in the United 
Kingdom and was recently transferred to 
Australia by his firm. 


VICTORIA 
Election of Committees 


At the May Divisional Council Meeting, 
the following committees were elected:— 


Membership Committee: This committee was 
formerly known as the “Applications Com- 
mittee”. Its new name more correctly 
indicates its functions. Members of the 
committee are Messrs. A. H. Blamey, D. 
M. Cronin and K. Cross. 


Finance Committee: Messrs. K. Cross (chair- 
man), C. B. Villiers and A. F. J. Sutherland. 


Activities Committee: The broadening of the 
Division’s activities has brought new mem- 
bers to this committee which now comprises 
the following:—Messrs. W. P. Round 
(chairman) accountant, Bradford Cotton 
Mills Ltd.; E. H. Niemann, partner, Messrs. 
Wm. Kirkhope & Co.; H. S. Southam, head 
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office accountant, Australian Pulp & Paper 
Mills Ltd.; K. E. Wright, controller, Aus. 
tralian Motor Industries Ltd.; F. J. Brindley, 
accountant, Daylesford Centenary Woollen 
& Worsted Mills; B. W. Kennedy, accountant, 
Rootes (Aust.) Ltd.; N. W. Angus, sec. 
retary, Russell Manufacturing Co. Pty. Ltd: 
J. M. Vance, director, Massey Ferguson 
(Aust.) Ltd.; G. Moffatt, comptroller, 
Frigidaire Division, General Motors-Holdens 
Ltd.; W. Weekes, Messrs. Fuller King & 
Co. 


Registered Students’ Group: This new com- 
mittee has been set up to concentrate on 
activities for Institute students connected 
with the Victorian Division. The com- 
mittee comprises Messrs. K. Cross, W 
Weekes and J. G. Foster. 


Public Relations and Membership Promotion 
This is another new committee established 
to co-ordinate publicity and public relations 
activities of the Division both generally 
and from the point of view of attracting 
increased membership. The committee 
comprises Messrs. F. A. Buttner (chairman), 
K. Cross and D. C. Jacobi. 


Research Controlling Committee: Initial mem- 
bers of this committee comprise Messrs. 
A. H. Blamey (chairman) and F. K. Wright 


Planning Committee: Messrs. R. O. Thiele 


and H. F. Fox. 


Group Committee: This com- 
mittee which controls the various discussion 
groups comprises Messrs. D. M. Cronin, 
D. C. Jacobi and J. Dunstan. 


Discussion 


Consultative Committee: A consultative com- 
mittee has been set up to advise on current 
problems. 


Tasmanian Committee: Following the success- 
ful convention held in Hobart, a local 
committee has been set up to help stimulate 
interest and plan Institute activities for the 
Institute in Tasmania. The committee 15 
under the chairmanship of Mr. O. W 
Hawkins. 

General Council: The following were elected 
to represent the Divisional Council o0 
General Council, Messrs. A. F. J. Suther- 
land, R. O. Thiele and C. B. Villiers. 
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Society Representatives: The Divisional Coun- 
cil is pleased to record that Mr. R. S. Sharp 
and Dr. H. F. Craig have been re-appointed 
as representatives of the Australian Society 
of Accountants on the Divisional Council 
of the Institute. It is especially pleasing 
that Mr. Sharp has continued in _ this 
capacity in view of his election as president 
of the Victorian Division of the Society. 

Council Invitee Members: Messrs. D. C. Jacobi 
and E. H. Niemann have been invited to 
continue to attend meetings of the Divisional 
Council as invitee members. The Council 
appreciates the contribution made by these 
members to discussions at monthly Council 
meetings. 


Public Lecture: “Reporting to Parliament” 


A large audience welcomed Mr. C. L. 
Hewitt, First Assistant Secretary, Common- 
wealth Treasury, Canberra, who delivered a 
lecture under the title “Reporting to Parlia- 
ment”, at the University of Melbourne on 
7 April. All appreciated the masterly way in 
which Mr. Hewitt outlined the reports sub- 
mitted to Parliament. The number of 
penetrating questions asked clearly indicated 
the keen interest of all who attended. 


Tasmanian Convention 


The first Cost Convention to be held in 
Tasmania was an outstanding success and the 
days Friday to Sunday, 10 to 12 April, will 
long be remembered by those present. 

Consternation arose the day before the 
Convention when the guest speaker, scheduled 
to deliver an address on the Friday night, 
advised that he would not be able to par- 
ticipate owing to illness. Fortunately a last- 
minute substitute was obtained in the person 
of Dr. W. A. Westerman, chairman of the 
Tariff Board. The Divisional Council is 
extremely grateful to Dr. Westerman for his 
generosity and co-operation in coming to 
Tasmania at short notice and delivering such 
an Outstanding address. He is in an excellent 
Msition to gauge the work of cost and 
Management accountants and his appraisal of 
their activities, in so far as they come under 
his observation as chairman of the Tariff 
Board, was most stimulating. 

The Convention was officially opened by the 
Hon. E. Reece, M.H.A., Premier of Tasmania. 
We appreciate the personal interest that the 
kader of the State has shown in our Institute. 


The Australian Accountant, June, 1959 


Judging from the many congratulatory 
letters received, all who attended the week-end 
Convention appreciated the friendly atmos- 
phere, the excellence of the technical sessions 
and the organisation generally. The Conven- 
tion activities were well reported in the daily 
press and extracts from the lectures were 
broadcast over National radio stations. 


The week-end was judged an outstanding 
event in accounting history in Tasmania and 
from it has sprung the committee which will 
further stimulate the affairs of the Institute 
in Tasmania. 


Second Annual Convention 


Members attending the Victorian Division’s 
Second Annual Convention at the Australian 
Administrative Staff College, Mount Eliza, 
found everything in regard to technical sessions, 
accommodation and good fellowship on a par 
with the high standard set by the first Con- 
vention. The Convention was held from 13 
to 15 May and, despite the close proximity to 
the date of the Tasmanian Convention, was 
again excellently attended. 


The opening address was given by Sir 
Douglas Copland under the interesting title 
“The Future of Australia’s Economy over the 
Next 20 Years”. 


Lectures under the theme “A Planned Ap- 
proach to Greater Profits” were commenced 
by a paper given by Mr. H. W. Rowden, 
managing director, Felt & Textiles of Australia 
Ltd., who indicated how the principles adopted 
in budgeting should be used for all phases of 
the business enterprise. 


An interesting address was given also by 
Mr. M. M. Henderson, a director of John P. 
Young & Associates Pty. Ltd., under the title 
“Human Relations and the Cost Accountant”. 
“A progressive cost accountant,” Mr. Hender- 
son said, “uses predictive accounting and 
predictive accounting calls for creative imagina- 
tion and balanced judgment. The cost accoun- 
tant does not control costs. He provides the 
tools and information to the only people in a 
position to exercise adequate control—the 
people who spend the money—i.e. the foreman, 
the sales executive, the purchasing office, etc. 
If he is to be successful he must possess 
considerable persuasive ability in addition to 
technical qualities.” 





PROFESSIONAL NOTICES 


ACCOUNTANT practising in country 
wishes to transfer to Adelaide for family 
reasons. Interested in partnership with city 
practitioner with view to amalgamation of 
practices or interested in the purchase of 
part of practice involving taxation matters. 
Reply to Box 1910-P, G.P.O., Adelaide, South 
Australia. 


PRACTICE FOR SALE, PORT MORESBY. 
Well-established practice suitable partnership. 
Gross fees exceed £10,000 p.a. and steadily 
increasing. The introduction of taxation at 
approximately 50% of the Australian rates 
in July, 1959, will also considerably increase 
fees. Finance can be arranged for suitable 
applicant. Apply Post Office Box 127, Port 
Moresby. 


WANTED TO BUY. Practitioner, A.A.S.A.., 
F.C.A. (Australia), with extensive general ex- 
perience, wishes to buy small practice or 
part practice, Melbourne or suburbs. Reply 
to No. 545, c/- Australian Society of Ac- 
countants, 37 Queen Street, Melbourne. 


ASSOCIATE, well-experienced in taxation, 
auditing and public accounting, to further 
career requires position of responsibility with 
practitioner of good reputation. Purchase 
share in partnership would be considered. 
Age 36 years, good references. Please reply 
to No. 546, c/- Australian Society of Accoun- 
tants, 37 Queen Street, Melbourne. 


ACCOUNTANT—HONG KONG. Applica- 
tions are invited for the position of accoun- 
tant at the Hong Kong branch of a world 
wide pharmaceutical organisation. Hong Kong 
serves as headquarters for the company’s 
Eastern markets. The successful applicant will 
need the following qualifications: 


Membership of a recognised accountancy 
bod 


Sound experience with some training in 
a professional office. 
Single. 
Between 24 and 34 years of age. 
Conditions of employment include: 
An excellent salary based on experience. 
Superannuation benefits. 
Australian leave entitlement after two years. 
An excellent opportunity to progress with 
a rapidly expanding organisation. 
Applications in writing with full details should 
be addressed to: The Secretary, Pfizer Cor- 
poration, Box No. 4016 G.P.O., Sydney, and 
will be treated with the strictest confidence. 
Note: Previous applications for this position 
will be reinstated. 


360 


Rate per line 5/-; minimum per insertion 15h 


ARE YOU THIS MAN? The principal off 
a busy taxation practice, becoming weary of 
the exacting responsibility? Why not sf 
your cares to an experienced Fellow who wil 
continue your good name? Write to No. 
now for an interview, c/- Australian Society of) 
Accountants, 37 Queen Street, Melbourne. ~ 


PRACTICE WANTED. Melbourne metre’ 
politan area or within 20 miles of G.PQ) 
Gross fees in vicinity of £5,000. Reply ® 
No. 548, c/- Australian Society of Accoum 
tants, 37 Queen Street, Melbourne. 


ASSOCIATE, several years income tax ip 
cluding company taxation, seeks employment ig 
small- to medium-sized practice, Melbourne or” 
suburbs, with prospects of partnership. Pre’ 
pared to qualify as Chartered Accountant # 
necessary. Replies c/- No. 549, Australiag) 
Society of Accountants, 37 Queen Street: 
Melbourne. 


ACCOUNTANT, qualified, Melbourne, own 
car, has time available to help other accoum 
tants with income tax work, etc., evening 
and week-ends. Apply “Beaumaris” c/- Aus 
tralian Society of Accountants, 37 Quee 
Street, Melbourne, or telephone XF 6047. 


AGENCY—Sydney practitioner with scope 
for expansion will make services available a 
agent for members in other states. Enquiries 
to No. 529, c/- Australian Society of Ag) 
countants, 5 Bligh Street, Sydney, New South: 
Wales. 

NEWCASTLE Public accountant has time) 
to handle work for other members of pre 
fession. Specialist in difficult jobs such @) 
reconstruction of balance sheet figures, missing 
records, multiple year taxation returns, et) 
Work can be easily handled by mail—ao} 
necessity for interview. Write to J. Cam 4 
A.AS.A., Public Accountant, Hughes Building? 
Smart Street, Charlestown, N.S.W 


PRACTICE FOR SALE. Expanding prae 
tice in Wollongong, N.S.W., area. For further) 
particulars write No. 541, c/- Australia 
Society of Accountants, 5 Bligh Streeh 
Sydney. 
A KEEN ACCOUNTANT, experienced and] 
qualified, A.A.S.A., tax agent, seeks 
with a public accountant in Sydney with 
view to partnership. Wide experience 
commercial and company accounting and fai 
matters. Reply No. 542, Australian Sociéiy 
of Accountants, 5 Bligh Street, Sydney. 


PRACTICE WANTED, MELBOURNE? 
Member wishes to purchase small city @ 
suburban practice. Replies No. 544, Aue 
tralian Society of Accountants, Queen 
Street, Melbourne. 
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